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ACCESS AND COSTS: RECOMMENDATIONS 
FOR TITLE IV 



THURSDAY, JULY 24, 1997 

U.S. Senate, 

Committee on Labor and Human Resources, 

Washington , DC. 

The committee met, pursuant to notice, at 10:15 a.m., in room 
SD^30, Dirksen Senate Office Building, Senator Jeffords, chair- 
man of the committee, presiding. 

Present: Senators Jeffords, Warner, Wellstone, and Reed. 

Opening Statement of Senator Jeffords 

The Chairman. Good morning. This is the 10th and final hearing 
in a series of hearings related to the reauthorization of the Higher 
Education Act. 

Two months ago, we focused on the Department of Education's 
management structure for the financial and delivery system. 
Today, we are examining issues related to the cost of higher edu- 
cation and the role that Title IV programs play in ensuring that 
students have access to the educational path of their choice. 

Cost is a topic that cannot be avoided this morning. American 
families are concerned that the cost of a college education is spiral- 
ing beyond their reach. There is reason for this anxiety. For more 
than 15 years, college costs have risen at nearly double the rate of 
inflation. As Mr. Stewart will testify this morning, tuition at 4-year 
institutions has risen by 89 to 98 percent over the past 15 years, 
while median family income has risen by 5 percent. 

Many parents with whom I have spoken fear that they will not 
be able to provide their children access to the same educational op- 
portunities they themselves enjoyed. Adult students with whom I 
have spoken fear that they will not be able to afford the training 
that they will need to improve their career opportunities or pre- 
serve their jobs. 

This morning, we will also discuss challenges to Title IV posed 
by significant changes in the demographics of the student popu- 
lation. Nearly half of all students attending community colleges 
where the average student is 29 years old. These typically inde- 
pendent students, 58 percent of whom are women, face different 
challenges than do their typically younger counterparts at 4-year 
institutions. 

In addition, we must confront the challenges and opportunities 
posed by technology. Distance learning poses new challenges for ac- 
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creditation, while creating new opportunities for previously under- 
served communities. 

And finally, as lifelong learning becomes a reality, we must de- 
termine how to best support the educational aspirations of the non- 
traditional mature students. 

The challenge we have undertaken is complex and does not yield 
simple solutions. The Higher Education Act touches so many lives 
and influences so many goals, both public and private, that a full 
review of its successes and failures is a massive undertaking. But 
it is an undertaking that we must embrace. Students who partici- 
pate in higher education enjoy tremendous social and economic 
benefits. Census data suggest that students with a bachelor’s de- 
gree will earn an average of $12,000 to $14,000 more per year than 
a high school graduate. Our goal must be to extend these opportu- 
nities as broadly as possible. 

As we begin this last in a series of hearings on the Higher Edu- 
cation Act, I think it is fruitful to reflect back upon the bipartisan 
aspirations that led to the landmark educational initiatives of 
1965. President Lyndon Johnson, reflecting the beliefs of millions 
of Americans, stated that: “Every child must be encouraged to get 
as much education as he has the ability to take. We want this not 
only for his sake” — today, it should be “his or her sake,” with the 
change in the last 20 or 30 years here, but anyway — “but for the 
Nation’s sake. Nothing matters more to the future of our country — 
not military preparedness, for armed might is worthless if we lack 
the brain power to build a world of peace; not our productive econ- 
omy, for we cannot sustain growth without trained manpower; nor 
our democratic system of Government, for freedom is fragile if citi- 
zens are ignorant.” 

These observations are as true today as they were 32 years ago. 

I look forward to hearing from this morning's witnesses and to 
working with the higher education community to make sure we do 
the best possible job. 

Now we are ready to go. 

Incidentally, Senator Kennedy will not be here this morning be- 
cause he had a conflict and will not be able to be available at this 
time. Without objection, his prepared statement will be included in 
the record at this point. 

[The prepared statement of Senator Kennedy follows:] 

Prepared Statement of Senator Kennedy 

Mr. Chairman, I commend you for scheduling this hearing today 
about the issues of access and cost for higher education that are 
so critical to millions of students. 

And I join in welcoming our witnesses as we begin our final hear- 
ing on the reauthorization of the Higher Education Act. 

We have been holding hearings in Washington and throughout 
the country to gather thoughts and opinions from a wide range of 
people affected oy the decisions we make. We have talked to stu- 
dents, to colleges and universities, to education organizations, and 
to many others. This reauthorization is an excellent opportunity to 
strengthen our commitment to higher education and provide great- 
er support for institutions and students alike. 
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Over the past few months, new concern has developed over the 
rising cost of higher education. All of us look forward to the work 
of the newly appointed Congressional Commission on College 
Costs. The issue concerns all of us as we struggle to keep the doors 
of higher education open for all students. 

The hearing today will put some of these concerns in perspective, 
and make recommendations for changes to the act. 

I look forward to the testimony of our witnesses today, and to 
continuing to work with the committee to ensure that all students 
have access to an affordable higher education. Only through a 
strong commitment to affordable higher education can we ensure a 
strong future for the Nation. 

The Chairman. Mr. Stewart, please proceed. 

STATEMENTS OF DONALD M. STEWART, PRESIDENT OF THE 
COLLEGE BOARD, WASHINGTON, DC; JOEL V. HARRELL, DI- 
RECTOR OF FINANCIAL AID, UNIVERSITY OF TENNESSEE, 
CHATTANOOGA, TN, ON BEHALF OF THE NATIONAL ASSO- 
CIATION OF STUDENT FINANCIAL AID ADMINISTRATORS; 
AND BRYAN J. HANNEGAN, PRESIDENT, NATIONAL ASSOCIA- 
TION OF GRADUATE-PROFESSIONAL STUDENTS, WILMETTE, 
IL 

Mr. STEWART. Senator Jeffords, thank you very, very much. 

I am Don Stewart, president of the College Board, a national 
membership association of over 3,200 schools and colleges dedi- 
cated to advancing equity and educational excellence for all stu- 
dents. It is an honor to appear before you today, sir, as I speak to 
the issues related to reauthorizing the Higher Education Act of 
1965. And in doing so, I applaud your leadership and that of Sen- 
ator Kennedy in helping millions of American students achieve 
their educational aspirations. 

At first glance, there appears to be ample evidence why Amer- 
ican families are indeed concerned about college costs. For more 
than 15 years, college costs have risen at double and sometimes tri- 
ple the rate of inflation. As these costs have gone up, median fam- 
ily income — which is now around $42,000, I guess — has remained 
relatively stagnant, growing just 5 percent over this same 15-year 
period. As a result, a larger share of total family income is required 
to meet college costs. 

Furthermore, this burden has increased most dramatically for 
lowest-income families, those falling beyond the median. In 1975, 
the cost to attend a public institution required 16 percent of a 
lower-income family’s total budget; by 1992, public college costs 
took 25 percent of this family’s income. To pay for private college 
costs, almost 72 percent of the low-income family’s budget was re- 
quired in 1992, up from 38 percent in 1975, a x dramatic increase. 

But the problem of rising costs must be placed in perspective, we 
believe at the Board, because despite these daunting statistics, the 
fact remains that college is accessible and affordable for a great 
majority of Americans and at a wide range of institutions. 

Almost half of all postsecondary students attend community col- 
leges, where tuition averages just $1,300 per year. Furthermore, if 
you will look over here, sir, at our Exhibit A, which shows where 
students go, another 30 percent attend public, 4-year institutions 

a 

ERIC 




4 



which average $3,000 in tuition and fees, and almost half of the 
students who attend the private colleges and universities pay less 
than $10,000 for tuition and fees. In fact, you can see at the very 
top of that chart that only 4.3 percent of all full-time undergradu- 
ates attend the highest-priced institutions — that is, those with tui- 
tion and fees of over $20,000. 

By focusing primarily on the highest-priced institutions, we be- 
lieve the media have overstated the problem. This misinformation 
fosters public alarm and discourages many students, particularly 
poor students and families, from even considering the option of 
higher education and the chance of reaping the great economic ben- 
efits enjoyed by a college degree, which you cited in your opening 
remarks. 

But to examine the college financing equation realistically, we 
must look not only at rising college costs, but also at financial aid 
available to students and their families. “Trends in Student Aid,” 
which the College Board publishes annually, shows that more than 
$50 billion was available in 1995-96 to assist with tuition, fees and 
other expenses of attending college. The Federal Government sup- 
plied 75 percent of that aid, the bulk of which — 80 percent, in 
fact — was in the form of student loans. 

As you can see in Exhibit B, which my colleague Scott Swail has 
put up now, 20 years ago, by contrast, 80 percent of Federal aid 
was in the form of grants. This shift from grants to loans falls 
hardest on the neediest students. Perhaps this is one reason why 
the gaps in college participation rates by income remain as wide 
today as they were in 1970, which we can now see in Exhibit C, 
college participation rates. In 1994, nine out of ten dependent, 18- 
to 24-year-old high school graduates and families with incomes 
above $67,000 enrolled in higher education. 

I think that light means I am running out of time. 

The Chairman. Oh, no. We will let you go. 

Mr. Stewart. Thank you. 

In contrast, only six out of ten families with incomes below 
$22,000 went to college — a gap of 30 percentage points. As a Na- 
tion, we can ill afford to allow this gap in opportunity to continue. 
And it is about the gap that we have our great concern. 

We believe that part of the reason for this disparity is in the 
shifting composition of student aid. The most dramatic implications 
of a shift from grants to loans occurred in the Pell program. While 
total Pell Grant aid available has increased modestly, the maxi- 
mum Pell Grant still covers only about 13 percent of the total cost 
at private universities, whereas it covered 39 percent in 1975. And 
at public universities, the maximum Pell Grant now covers about 
one-third of costs, having covered three-fourths of those costs in 
1975. 

I am very aware of the time, and I would like to come to an end 
in my remarks. Growing reliance on loans is our particular con- 
cern. Our concern for academically at-risk students who may not 
finish their degrees as a result of their loan dependence, and at 
risk-students generally, are suffering from this over-reliance on 
loans without the benefit of grants. 

The information that 1 have presented tells us that despite rising 
college costs, a college education remains affordable for most stu- 
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dent and, despite the growth in the total amount of financial aid 
available, loans have replaced grants as the centerpiece of student 
aid, decreasing affordability for most needy students. 

The current proposals for the use of the Tax Code unfortunately 
do not help students who fall below the median income; they are 
not eligible for these benefits. Indeed, the tax proposals, as impor- 
tant as they are to higher education and middle-income families, 
will do little to help those students in the greatest need. We are 
therefore very anxious to reemphasize the fact that need-based aid 
in the form of grants must not only be maintained, but strength- 
ened, through the reauthorization process. 

Thank you, sir. 

The Chairman. Thank you very much. 

[The prepared statement of Mr. Stewart follows:] 

Prepared Statement of Donald M. Stewart 

Good morning. My name is Donald M. Stewart. I am president of the College 
Board, a national membership association of 3,200 schools, colleges, universities, 
educational systems, and organizations dedicated to advancing equity and edu- 
cational excellence for all students. It is an honor to appear before this Committee 
to present information on college costs and our recommendations for the reauthor- 
ize 1011 of the Higher Education Act of 1965. I applaud the bipartisan leadership of 
Senators Jeffords and Kennedy in helping millions of American students achieve 
their educational aspirations. 

In addition to sponsoring familiar programs such as the SAT and Advanced Place- 
ment, the College Board conducts extensive research and provides reliable and accu- 
rate information on college costs and student financial aid. Each year, in September 
we release two reports: The College Board Annual Survey of Colleges and Trench 
in Student Aid. ^ Because information for the 1997 reports is still being compiled and 
analyzed, 1 will be presenting data from the 1996 release, with the promise of shar- 
ing the 1997 information with the members of this committee as soon as it becomes 
available. 

Using the charts attached to this statement as a guide, I will present some of the 
conclusions we have drawn from our research efforts. Then I will summarize the 
College Boards recommendations for the upcoming reauthorization of the Higher 
Education Act. 

College Costs and Affordability 

/I^h^i issue of rising college costs is a subject of enormous concern to American fam- 
ilies. There is no doubt that college costs are increasing in our country, but I hope 
today to put this issue in context and provide some necessary perspective. Yes col- 
lege costs are rising, but a college education does remain affordable. 

At first glance, there appears ample reason why American families are concerned 
about college costs. For more than fifteen years, college costs have risen at double 
and sometimes triple, the rate of inflation (see Figure 0 . 

Th® r ® is do single, tidy explanation for the rise in college costs, partially because 
the economic forces driving costs and prices in the public and private sectors are 
auite different. For public higher education, tuition rates are much more a part of 
the larger decision making, policy setting process involving state boards, legislators, 
governors and other policymakers. In contrast, at private institutions, the edu- 
cational costs, including institutionally provided student assistance faculty salaries 
and benefits, and technological improvements, are the largest factors that influence 
tuition growth. 

Other factors that explain rising college costs are the costs to make campuses se- 
cure, provide expanded student services, meet regulatory requirements, and main- 
tain physical facilities. I know that my colleagues on the panel that follows will pro- 
vide further information about why college costs have risen. 

As college costs have gone up during tne last two decades, median family income 
remained relatively stagnant, growing just 5 percent (see Figure 2). As a result, a 
larger share of total family income is required to meet college costs. This is tnie 
for all income levels, but sadly, the burden has increased most dramatically for low- 
est-income families because of widening income disparities in the 1980's and 1990’s. 
To illustrate, in 1975, the cost to attend a public institution— required 16 percent 
°r a ! ov ^ er "\^ c ® n } e family's total budget. By 1992, public college costs took 25 percent 
of this family s income (see Figure 3). To pay for private college costs, almost 72 per- 
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cent of a low-income family’s budget was required in 1992, up from 38 percent in 
1975 (see Figure 4). 

But the problem of rising costs must be placed in perspective. Despite these 
daunting statistics, the fact remains that college is accessible and affordable for a 
great majority of Americans, and at a wide range of institutions. The United States 
continues to extend opportunities to a larger percent of the population than any 
country in the world. 

Almost half of all postsecondary students (45 percent) attend community colleges 
where tuition averages just $1,300 per year (see Figure 1). Another 30 percent at- 
tend public four-year institutions which average $3,000 for tuition and fees, and al- 
most half of the students who attend private colleges and universities pay less than 
$10,000 for tuition and fees (see Figure 5). In fact, only 4 percent of all full-time 
undergraduates attend the highest-priced institutions, that is, those with tuition 
and fees of over $20,000. By focusing primarily on the highest -priced institu- 
tions, we believe the media have overstated the problem. 

Beyond the statistics and trends, there are individual students, from individual 
families, who are simply trying to better themselves. They look to higher education 
as the best means to compete in the global economy. Each time there is a newspaper 
story that focuses on the highest priced institutions, it exaggerates the problem of 
college costs and ignores the fact that the vast majority of students pay less than 
$4,000 a year for tuition and fees. This misinformation fosters public alarm and dis- 
courages many students and families from even considering the option of higher 
education and the chance of reaping the greater economic benefits enjoyed by those 
with a college degree. 

Access and Student Aid 

To really examine the college financing equation, we must look not only at rising 
college costs, but also at financial aid available to students and their families. 

The College Board’s report, Trends in Student Aid 1986 to 1996, shows that more 
than $50 biRion was available in academic year 1995—96 to assist with tuition, fees 
and other expenses of attending college (see Figure 6). The Federal Government cur- 
rently supplies 75 percent of this aid. After adjusting for inflation, tie total amount 
of aid available is 75 percent higher than a decade ago, and 4 percent higher than 
the previous year (see Figure 7). 

Our Trends report also shows that if we add up all Federal, State, and institu- 
tional aid awarded to students, we see that the balance of student assistance has 
shifted increasingly away from grant aid toward loans. The main reason for this 
change is that the bulk of Federal student aid, 80 percent, is in the form of student 
loans. Twenty years ago, by contrast, 80 percent of Federal aid was in the form of 
grants (see Figure 8). i'fow, grants represent 42 percent and loans 57 percent of a 
student’s total award from all sources, whereas just ten years ago, students received 
virtually equal amounts of loans and grants (see Figure 9). Private sources, includ- 
ing institutions themselves, have made up much of the difference in lost Federal 
grant aid. 

Federal student aid, since 1975, has evolved from a grant-based to a loan-based 
system with the main source of growth each year in loan programs. In contrast to 
loan aid over those same years, there has been only modest inflation-adjusted 
growth in Pell Grants, and stable support for the campus based and SS1G programs 
under Title IV of the Higher Education Act (see Figure 10). 

The shift from grants to loans falls hardest on the neediest students. Perhaps this 
is one reason why the gaps in college participation rates by income remain as wide 
today as they were in 1980 (see Figure II). In 1994, the last year for which data 
are available, 88 percent of dependent 18 to 24 year old high school graduates in 
the highest family income quartile were either currently enrolled or haa enrolled in 
higher education. For those in the lowest income quartile, the college participation 
rate was 58 percent, a gap of 30 percentage points. In 1970, the gan between the 
highest and lowest income quartiles was 33 percentage points. In other words, ap- 
proximately 6 out of 10 students from a family with an income below $22,000 attend 
college, while almost 9 out of 10 students from families with incomes above $67,000 
pursue a college degree. As a nation we can ill afford to allow this gap in oppor- 
tunity to continue. We must develop and implement strategies that enable students 
from the lowest income families to attend college at the same rate as those from 
the wealthiest families. 

Part of the explanation for this disparity, we believe, lies in the shifting composi- 
tion of student aid The most dramatic implications of the shift from grants to loans 
occurred in the Pell program. While total Pell Grant aid available has increased 
modestly, appropriations have been spread over a larger eligible population. Fur- 
thermore, the maximum Pell Grant has dwindled in significance relative to the cost 
of attending both public and private higher education institutions. The maximum 
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Pell Grant now covers approximately 13 percent of the total costs at private univer- 
sities whereas it covered 39 percent in 1975-76. And at Public universities, the max- 
imum Pell Grant now covers about one third of costs but covered three-fourths of 
the costs in 1975-76 (see Figure 12). 

As a result of this shift from grants to loans, about half of all 1995-96 graduates 
borrowed to meet their college costs, and have an average debt of approximately 
$13,000, according to preliminary data from the National Center for Education Sta- 
tistics. These levels represent a dramatic growth since 1992 when the average in- 
debtedness was $6,400. 

Growing reliance on loans suggests that excess borrowing is a problem for many 
students, in particular, academically at-risk students who may not finish their de- 
grees, low-income students, and students who will enter low-paying fields. These 
groups of students are placed in financial jeopardy when they rely on loans to fi- 
nance their postsecondarv education. 

The information we have presented tells us that 

• despite rising college costs, a college education remains affordable for 
most students; and 

• despite the growth in the total amount of financial aid available, loans 
have replaced grants as the centerpiece of student aid decreasing afford- 
ability for the most needy students. 

Reauthorization of the Higher Education Act 

The information on college costs and trends in student assistance provides a 
framework for the College Board’s recommendations on the upcoming reauthoriza- 
tion of the Higher Education Act of 1965, already submitted for the record. 

The College Board is committed to promoting educational equity and excellence 
for all students and broadening access to higher education. While much recent at- 
tention is focused on using the tax code to help pay for college the College Board 
believes that these proposals should not substitute for, or reduce support Tor, need 
based student assistance. Indeed these tax proposals will do little to help those stu- 
dents in the greatest need-those from families too poor to owe Federal income taxes 
and older sell supporting, students. Nor will these proposals help close the gap in 
college participation rate by income levels. 

At the same time, we want to emphasize that we believe targeted use of the tax 
cod-incentives for college savings, restoration of student loan interest deductibility 
and permanent extension of Section 127 of the tax code-can complement the existing 
need based aid programs. 

The focus of Federal higher education policy has long been to promote and equal- 
ize access, especially for those with the fewest resources. We believe that the most 
effective strategy for promoting equity and broadening access is the Title IV pro- 

f rams of the Higher Education Act. On behalf of our membership, I urge the mem- 
era of this Committee to strengthen and sustain need based student assistance 
during the reauthorization of the Higher Education Act. 

Because I believe so strongly that ensuring access to educational opportunities is 
an investment in our future, I am troubled that huge gaps persist in who attends 
and who benefits from higher education in America. As I have suggested, part of 
the explanation for this disparity can be attributed to the shifting composition of 
student aid away from grants and toward loans noted above. With the balance shill- 
ing more and more toward loans and away from grants, the most disadvantaged stu- 
dents increasingly look at options other than college. Middle- and high-income stu- 
dents continue to attend college in ever-increasing numbers, but low income stu- 
dents attend in numbers similar to those of over 15 years ago. 

College Board members call upon this committee to bolster the existing 
components of student financial aid by restoring the purchasing power of 
the Pell Grant program in the upcoming re authorization while also 
strengthening the campus-based programs. 

The restoration of Pell purchasing power would have a significant impact on the 
ability of low and moderate income students to pursue a postsecondary education. 

I firmly believe that the clearest and most effective federal policy for increasing edu- 
cational opportunity would be restoring the purchasing power of the Pell Grant. The 
Administration’s recommendation to increase the maximum Pell Grant by $300 for 
FY 1998, bringing it to $3,000 is a step in the right direction, but makes only a 
small dent in reversing the erosion of Pell Grant’s purchasing power since the 
1970’s. 

In addition to restoring the purchasing power of the Pell Grant program, our 
members urge the Committee to strengthen campus-based programs— Federal Sup- 
plemental Educational Opportunity Grant and Federal Work Study programs. 
Stronger campus based programs will be an important step in reducing student de- 
pendency on loans. 
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Strengthening the student financial assistance program will not by itself ensure 
equity or success. For this reason, the College Board Believes that the Higher Edu- 
cation Act should provide more support for precollegiate outreach and early aware- 
ness programs through the TRIO programs in Title IV, such as Upward Bound, 
Educational Opportunity Centers, and Talent Search. I know that you have had ex- 
tensive hearings on this subject, including that given by College Board Ann Coles, 
Senior Vice President, The Education Resources Institute. I underscore that testi- 
mony and its recommendations and support efforts to strengthen these programs 
that have a positive impact on needy students by providing early talent identifica- 
tion, early college awareness opportunities and academic support to prepare these 
students for college. 

Finally, more must be done to ensure student success and completion ol post- 
secondary studies, particularly by traditionally underrepresented students. Access 
does not ensure college success. For this reason, the College Board supports efforts 
to strengthen college level programs such as TRIO Student Support Services. These 
programs provide students from low income families with tutoring, counseling and 
remedial instruction. Currently students receiving this additional support are more 
than twice as likely to remain in college than those students from similar back- 
grounds who did not participate in such a program. 

Thank you for the opportunity to appear before this committee. The College Board 
looks forward to providing you with additional information on college costs and 
working with you on the reauthorization of the Higher Education Act. I will be 
happy to answer any questions. 
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The Chairman. Senator Frist may be on his way — I am not 
sure — we have a very confusing situation on the floor. I am gam- 
bling that it is so confusing that there will be lots of gaps before 
the next vote; we will see who wins that one. There is a vote sup- 
posedly scheduled now, but I do not think it is going to occur. 

Our second witness is Dr. Joel Harrell. Dr. Harrell has served of 
director of financial and at the University of Tennessee at Chat- 
tanooga since 1992. 

We are pleased to have you here, Dr. Harrell, and I will apolo- 
gize to Senator Frist for not waiting for him to be able to introduce 
you. 

Please proceed. 

Mr. Harrell. Thank you, Senator Jeffords. 

Let me thank you and the members of the committee for the op- 
portunity and invitation to testify. 

I am Joel V. Harrell, director of financial aid at the University 
of Tennessee at Chattanooga, and I am testifying on behalf of 
NASFAA, which represents financial aid administrators at over 
3,200 schools in all postsecondary sectors. I currently chair 
NASFAA’s Legislative Issues Task Force. 

Access to a postsecondary education must be maintained and ex- 
tended if all of our citizens are to receive those economic and per- 
sonally enriching benefits conveyed by such educational achieve- 
ment. As aid administrators, we understand what increasing col- 
lege costs means to the average student and family, but I will leave 
it to others here to discuss that issue since we do not decide pricing 
policies. 

Financial aid administrators can inform you when the law works, 
what needs to be modified or eliminated, and what new challenges 
need to be met. It is important that this reauthorization of the 
Higher Education Act build on what works well. 

Progress can be achieved in many areas without significant 
budget costs. Our recommendations will bring savings to taxpayers 
in postsecondary institutions, thereby benefiting our students and 
their families. The Federal Pell Grant, the three campus-based, 
and the Federal student loan programs are fundamentally sound. 
However, the grant programs are woefully underfunded and unable 
to adequately serve the financial needs of students and their fami- 
lies, which is very frustrating for our community. 

Twenty years ago, the Federal Pell Grant maximum award was 
$1,400. Since then, lack of real program growth has eroded the pro- 
gram as the foundation of aid for those of limited economic means. 
The Washington Post recently noted that the purchasing power of 
the Pell Grant has fallen 37 percent since 1980. President Clinton 
has recommended a $300 increase for fiscal year 1998 and a maxi- 
mum award which brines it to $3,000, and the appropriations com- 
mittees have agreed with that amount. 

The Post article continues: “If the expansion is approved by Con- 
gress, the value of the award would still be 27 percent less than 
it was worth in 1980.” 

In the 1992 reauthorization, both House and Senate authorizing 
committees reported bills containing a Federal Pell Grant entitle- 
ment. If the grant-loan imbalance is to be corrected, there needs to 
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be an assurance of funding. An entitlement program is the only 
conceivable legislative option. 

Proposals before Congress would implement various tax benefits 
for postsecondary expenses. While NASFAA believes that middle- 
income citizens should receive a guaranteed education tax cut, we 
also believe that low-income families simultaneously should be 
guaranteed Federal Pell Grant funding and an award level that 
keeps pace with their financial needs. 

We recommend increasing the maximum authorized Federal Pell 
Grant to $5,000, with $200 annual increases thereafter. Increased 
grant funding is necessary to redress both the reduction in pur- 
chasing power of Federal Pell Grants and the shift away from 
grants to loan funding. We would retain the campus-based pro- 
grams with moderate improvements, and these recommendations 
are in my written statement. 

Access to higher education institutions through use of loan cap- 
ital must be assured, and we believe that if a lending institution 
wishes to participate in the Title VI loan programs, that it must 
lend to all eligible students at all eligible Title IV institutions. 
NASFAA suggests that the origination fee and insurance premiums 
deny student borrowers all the funds they qualify for and should 
be eliminated. NASFAA supports continuation of the Federal stu- 
dent loan subsidies. They are appropriate student benefits which, 
if eliminated, would increase student loan debt. 

NASFAA recognizes that the cost of education for a first-year or 
second-year student is no less than that for juniors and seniors. We 
recommend a base year loan maximum of $5,500 per year, so that 
undergraduate annual loan limits would be the same during the 
borrowers program of study, thereby allowing students to stay 
within one Federal loan program and not have a deterrent in non- 
Federal loans. 

NASFAA’s proposal meets the needs of graduate and professional 
students with a modest increase in the base year loan limit to 
$10,000. The additional unsubsidized loan program would be lim- 
ited to cost of attendance minus other aid which would allow grad- 
uate and professional students to use Federal loans and to avoid 
private loans. 

Sensitive to arguments that students are borrowing too much, we 
recommend permitting schools to set lower institutional annual 
limits for Part B and Part D loans on an institution-wide basis or 
by program or class year and to choose whether those students can 
borrow unsubsidized Stafford loans. This change would help limit 
excessive borrowing and thereby reduce defaults. 

NASFAA recommends several needs analysis formula changes 
which address the issue of access and which may assist in simplify- 
ing the Federal aid application form, which are detailed in my pre- 
pared statement and in NASFAA’s reauthorization recommenda- 
tions document. 

We believe you have a rare opportunity to reduce unnecessary 
paperwork and regulations of financial aid offices without placing 
taxpayer dollars at risk, while ensuring proper Title IV manage- 
ment. NASFAA suggests that a one-size-fits-all regulatory ap- 
proach does not serve the interests of either the Government or 
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postsecondary institutions, and our suggestions are detailed in 
NASFAA’s reauthorization recommendations document. 

Graduate and professional education is one area of postsecondary 
education facing serious access problems. Funding for Title IX has 
been substantially reduced in the last several years. Study after 
study documents the value of graduate education, not only for the 
individual, but also in increased productivity and innovation that 
is necessary if this Nation is to continue or, in many areas, regain 
its preeminent place in our global economy. NASFAA endorses the 
Title IX recommendations forwarded by our sister associations. 

I want to thank you again for the opportunity to testify today, 
and I look forward to answering any questions you may have. 

The Chairman. Thank you, Doctor. 

[The prepared statement of Mr. Harrell follows:] 

Prepared Statement of Joel V. Harrell 

Mr. Chairman and members of the committee, thank you for the invitation to tes- 
tify on the reauthorization of the Title IV student aid programs and access to post- 
secondary education. My name is Joel V. Harrell and I am Director of Financial Aid 
at the University of Tennessee at Chattanooga. I’m appearing on behalf of the Na- 
tional Association of Student Financial Aid Administrators (NASFAA)— a member- 
ship organization representing nearly 9,000 financial aid administrators at over 
3,200 schools in all postsecondary sectors. I currently chair NASFAA’s Legislative 
Issues Task Force. 

Access to a postsecondary education must be maintained and extended if all of 
our citizens are to receive the benefits, both those economic and personally enrich- 
ing benefits, conveyed by -such educational achievement. As financial aid profes- 
sionals our daily work involves providing the information and the means for Ameri- 
cans to receive those benefits. As aid administrators, we understand better than 
most what increasing college costs mean to the average student and family, but I 
will leave it to others at this hearing to discuss that issue. Given the nature of our 
jobs on campus, as aid administrators, we are not in a position to decide pricing 
policies that are set by our college presidents or Boards of Trustees or state ana 
local governments. However, financial aid administrators are in a position to dem- 
onstrate to this committee what in the federal student assistance law works well, 
what needs to be modified or eliminated, and what new challenges need to be met. 

We have prepared recommendations for changes in the Higher Education Act that 
are. based on 12 principles that are attached to my testimony. We challenge policy- 
makers and the Congress in this reauthorization to produce effective legislation that 
meets the needs of Americans in financing their postsecondary education. We be- 
lieve our recommendations will enhance and improve student access to a post- 
secondary education. At a minimum, it is most important that this reauthorization 
of the Higher Education Act build on what works well in the current system and 
reform or eliminate what works less well. Progress can be achieved in many areas 
without significant budget costs and many NASFAA recommendations will bring 
savings to taxpayers. Many of our recommendations also provide savings to post- 
secondary institutions which will help reduce their costs ultimately benefiting our 
students and their families. 

I call your attention to our complete set of recommendations which have been sub- 
mitted for your consideration. I’d like to highlight our recommendations in four gen- 
eral areas. 

1. The grant/loan imbalance. Our recommendations seek to: 

• remedy the decreasing purchasing power of the federal need-based grant pro- 
grams by authorizing the Federal Pell Grant as a true entitlement; and, 

• address the increased reliance on student loans by providing responsible loan 
limit increases to groups of students who need them ana enabling schools to limit 
student borrowing, where appropriate. 

2. The structure of the federal student loan programs. Our recommenda- 
tiqns seek to: 

• reduce the cost of borrowing for students by eliminating the origination fee and 
insurance premium; 

• maintain the Federal Family Education Loan and Federal Direct Student Loan 
programs as separate programs while preserving those features that enable each to 
operate with maximum efficiency; and, 




• continue permitting schools to choose the federal loan program that best serves 
its students. 

3. Legislative and regulatory relief for students and schools. Our rec- 
ommendations seek to: 

• eliminate unnecessary program participation requirements for students and 
schools; 

• distinguish amon£ schools based on performance; 

• reinforce the ability of schools to respond to the specific needs of their student 
populations; and, 

• eliminate statutory and regulatory barriers to new uses of technology, including 
distance learning. 

4. The need analysis and delivery system. Our recommendations seek to: 

• eliminate formula treatments that add complexity to the application without 
corresponding benefits to the student; 

• aad income protection for independent students without dependents* and, 

• modify the formulas and data elements to make them more equitable while re- 
taining strong support for the aid administrator's ability to exercise professional 

:nts in those cases which necessitate such consideration. 



y, I wish to address the critical role played by the Title IV programs. In gen- 
eral, you should know that each of these programs is fundamentally sound and is 
working efficiently and effectively to meet their individual purposes. However, the 
grant programs are woefully underfunded and, therefore, unable to adequately serve 
the financial needs of students and their families. 

Financial aid administrators know first-hand the frustrations of students and 
families who do not qualify for, or who are not adequately served by the Title IV 
programs. These frustrations are fueled in part by the large historical gap between 
program authorization levels and annual federal program appropriations. I am sure 
you are all to familiar with these gaps which come at a time wnen family incomes 
have not kept pace with costs at some postsecondary institutions. 

I begin with NASFAA’s recommendations for the Federal Pell Grant Program. 

Federal Pell Grant Program 

Twenty years ago the Federal Pell Grant maximum award was $1,400. Since 
then, lack of real program growth has taken away from the program’s purpose 
which is to be the foundation of award packages for students and families of limited 
economic means. In January 1997, the Washington Post noted in a news story, “The 
purchasing power of the Pell Grant has fallen 37 percent since 1980, according to 
the Department of Education.” President Clinton has recommended a $300 increase 
for FY-98 in the maximum award bringing it to $3,000. The Post article continues, 
“If the expansion recommended by Clinton is approved by the Congress, the value 
of the award would still be 27 percent less than it was worth in 1980.” 

NASFAA notes that in the 1992 reauthorization both the House and Senate au- 
thorizing committees reported bills containing a Federal Pell Grant entitlement. If 
the grant/loan imbalance is to be corrected, then students need an assurance of 
funding and an entitlement program is the only conceivable legislative option. 

Tax proposals before this Congress, including those proposed by the Administra- 
tion, would implement tax credits and various other tax benefits for postsecondary 
expenses. While NASFAA believes middle -income citizens should receive the bene- 
fits of a guaranteed-education tax cut, we also believe that low-income families 
should simultaneously be guaranteed Federal Pell Grant funding and a maximum 
award level that keeps pace with student and family needs. 

NASFAA recommends an increase in the authorized Federal Pell Grant maximum 
award to $5,000 — (which is only $500 more than the currently authorized maximum 
award) with $200 annual increases thereafter. The $5,000 maximum award amount 
recognizes the necessity to increase grant funding for students, not only to redress 
the reduction in purchasing power of Federal Pell Grants, but also to redress the 
shift away from grants to loan funding for many Title IV aid recipients. If this pro- 
gram is truly to be the foundation of aid packages, our recommended maximum 
award level realistically represents the needs of students and families. 

Federal Supplemental Educational Opportunity Grant Program 

In FY-97, tne Federal Supplemental Educational Grant Program will provide 
991,000 awards to students, especially lower income students to assist with post- 
secondary expenses. Most dependent recipients have family incomes of less than 
$30,000. We recommend reauthorization of the FSEOG program with the current 
matching requirement from schools and retention of the minimum and maximum 
award amounts. 

NASFAA suggests that some needy students are denied FSEOG assistance, and 
in some cases, are needier than Federal Pell Grant recipients. We believe schools 
should have greater flexibility in awarding these funds to meet the pressing needs 
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of these students. Our recommendation would allow schools the option to award up 
to 25 percent of FSEOG funds to Title IV eligible students based on school -defined 
exceptional financial need. If a school decided to make use of this capped authority, 
the balance of FSEOG monies would go to Pell eligible students. Schools would re- 
tain the option of awarding all of FSEOG funds under current rules. 

Federal Work-Study Program 

One of the most effective student aid programs is the Federal Work-Study Pro- 
gram which will provide 945,000 student job opportunities in FY-97. Nearly 70 per- 
cent of these funds go to students with family incomes below $24,000. Studies show 
a positive correlation between work in an FWS job and academic performance. 

In recent years, the community service component of FWS has taken on increased 
importance. While NASFAA urges schools to use FWS for community service activi- 
ties, we believe incentives are more effective than mandates in this area. Despite 
their desire to promote community service, financial aid administrators have told 
NASFAA that colleges often have difficulty reaching the 5 percent requirement. 
Some factors that create these difficulties include the school s location, an abun- 
dance of postsecondary institutions within a small geographic area, well -established 
campus and community service programs that use all available community service 
jobs, shortages of community service jobs in some areas, and an ethic among some 
community service groups against paid work for “volunteer” activities. In place of 
the current law's penalty for non-compliance with a 5 percent requirement for com- 
munity service, NASFAA recommends an amendment adding an allocation bonus so 
that 25 percent of appropriated funds above $800 million are distributed to schools 
that in the prior year allocated at least ten percent of their FWS funding for com- 
munity service activities. 

Federal Perkins Loan Program 

We believe the Federal Perkins Loan Program continues to complement the FFEL 
and Direct Loan Programs by providing lower interest loans to needy students. Ap- 
proximately, 788,000 loans will be made in FY-97, with 25 percent of these loans 
going to students with family incomes of less than $18,000 and 83 percent to fami- 
lies with incomes less than $30,000. 

NASFAA would change the Federal Perkins Loan maximums to match those we 
recommend for the Part B and D loan programs and we would retain the current 
campus matching fund requirement which increases the amount of funds available 
to students. 

NASFAA also recommends changing from a cohort default rate to a cumulative 
default rate calculation in this program. We believe a cumulative default rate is a 
more accurate and fair default indicator than the current treatment. By comparing 
loan volume in default to total loan volume, problems with a cohort default rate 
such as a large number of students with small loan balances who default results 
in an inaccurate picture of defaults at a school. Such a school may have only an 
inconsequential loan volume in default compared to total loan volume in repayment. 
Yet, in tnis case, a cohort default rate would be an inaccurate indicator of problems. 
Finally, NASFAA makes this recommendation, not only for the reasons stated, but 
also because the fundamental nature of the Federal Perkins Loan Program is that 
schools have more control over loan collections than is the case for the FFEL Pro- 
gram. 

NASFAA also proposes that once a Federal Perkins Loan is rehabilitated, fully 
repaid, or made current afler default that it should not be considered in default for 
purposes of calculating a school's Perkins default rate. It is simple justice that with 
successful efforts to bring a defaulted loan out of that status, schools should not be 
assessed a possible punishment. 

Federal Part B and D Student Loan Programs 

Combined the Federal Family Education Loan Program and the Federal Direct 
Loan Program will provide in FY-97 nearly $34 billion in loan capital for some 7.9 
million loans generating the bulk of access funds for individuals seeking a post- 
secondary education. The loan programs should be continued with current student 
subsidies in place, student fees should be eliminated, maximum loan limits should 
be modestly increased over the next five years with schools having the authority to 
reduce such limits as necessary, and both the FEEL and Direct Loan Program 
should be maintained after Congress determines loan subsidy levels and benefits. 

Access to higher education institutions through use of loan capital must be as- 
sured in the everchanging banking world. NASFAA believes no FFEL lending par- 
ticipant should be allowed to discriminate among schools or students in lending or 
administrative practices. If a lending institution wishes to participate in the Title 
IV loan programs, then it must lend to all eligible students attending all eligible 
postsecondary institutions. Acceptance of this recommendation would prevent the 
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so-called "creaming” of low-risk borrowers and, finally, end what many see as dis- 
crimination in the FFEL Program. 

Implemented as a temporary measure in the early 1980s, the origination fee 
charged students should De eliminated for both the FFEL and Direct Loan pro- 
grams. We also advocate elimination of the insurance premiums charged borrowers. 
While a federal budget convenience, NASFAA suggests the origination fee and in- 
surance premium in Doth programs are a major handicap for student borrowers de- 
nying them all the loan funds they qualify for and are necessary to finance their 
education. 

NASFAA supports continuation of the federal student loan subsidies, including, 
but not limited to the in-school subsidy, grace period, and deferments, in the belief 
that they are appropriate student benefits which, if eliminated, would either in- 
crease student loan debt or help students remain in school free of additional costs. 

For undergraduate students, NASFAA recognizes that the cost of education for a 
first-year or second-year student is no less than that for juniors and seniors. Costs 
for first -year students may even be higher than for other classes since there are one- 
time purchases that are not repeated. 

The point is freshman and sophomores have the same tuition, room and board, 
and academic supply costs as upperclassmen. Consequently, NASFAA recommends 
eliminating loan maximums in the FFEL and Direct Loan Programs determined by 
year of study. Instead of three Stafford annual loan limits, NASFAA recommends 
a base-year loan maximum of $5,500 per year for all undergraduates. Therefore, un- 
dergraduate annual loan limits would be consistent during a borrower’s program of 
undergraduate study. In making these recommendations NASFAA suggests that in- 
creasing loan limits for first- and second-year borrowers will allow many students 
to stay within one federal loan program and not turn to private sector, non-federal 
loans. NASFAA also notes that loan limits for freshmen are at the level set by the 
1986 HEA reauthorization. 

NASFAA recommends modest and responsible increases in these undergraduate 
annual loan limits of $300 in the third and fifth years covered by this reauthoriza- 
tion legislation for both programs (subsidized and unsubsidizea) to address nec- 
essary adjustments for inflation. 

NASFAjVs proposal meets the needs of graduate and professional students with 
a modest increase in the base year loan limit to $10,000. The additional 
unsubsidized loan program would be limited to cost of attendance minus other aid 
which would allow graduate and professional students, by-and-large, to borrow from 
the federal loan programs and avoid private loans. In the third and fifth years cov- 
ered by this reauthorization, the base year limits of $10,000 would rise by $500 each 
year for graduate/professional students. 

Sensitive to aiguments that students are borrowing too much, a NASFAA rec- 
ommendation assists in this matter. The suggested amendment would permit 
schools to set lower institutional loan limits for Part B and Part D loans and to 
choose whether their students can borrow subsidized Stafford Loans. 

This change would grant a school the authority to establish its own annual loan 
limits, at or below the maximum established in the HEA, on an institution-wide 
basis, or by program, or class year. However, an institution would not be permitted 
to require a borrower who has additional Subsidized Loan eligibility under the HEA 
annual loan limits to borrow an Unsubsidized Stafford Loan solely due to lower an- 
nual loan limits established by the institution. That is, borrowers must use up all 
Subsidized Loan eligibility up to the HEA maximum before they are eligible for an 
Unsubsidized loan. NASFAA believes this additional authority is necessary to help 
schools limit excess borrowing and better manage their default rates. This authority 
to reduce the maximum annual loan amounts would not apply to Section 428B, 
PLUS loans. 

This recommendation gives schools the greatest flexibility to structure annual 
loan limits and institutional packaging policies and, at least, where loan limit policy 
is concerned breaks the "one size fits all” annual loan limit policy as is currently 
in the HEA. NASFAA recognizes this proposal to limit borrowing will result in a 
need for increased communication and consumer information for students, parents, 
and high school guidance counselors explaining the differences in costs oi schools 
and the loan maximum policies selected by postsecondary institutions. 

NASFAA urges the Congress to examine and resolve the conflicting provisions of 
the HEA which do not provide a level playing field between the FFEL and Direct 
Loan Programs and, especially, examine the area of loan incentives. NASFAA is 
aware that loan incentives may be a contentious issue, but it does go to the heart 
of the matter concerning the eouity and policy considerations between the two loan 
programs. NASFAA urges the Congress to study and make a conscious decision as 
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to what policy outcome is desirable between provisions of the HEA that are in con- 
flict. 

Many observe the contradictions in the HEA have led to variations among the 
terms, conditions, and benefits between the two loan delivery programs. On one side 
of the equation, many point out that Direct Loan borrowers may use the FAFSA 
as a single application for federal assistance, including applying for Stafford loans 
which is an advantage over FFELP borrowers. Others suggest, the availability of 
an income contingent repayment option for Direct Loan is another advantage not 
offered to FFELP borrowers. Others note that while FFELP loans may be consoli- 
dated into Direct Loan Consolidation Loans, the opposite activity is precluded. 
NASFAA has addressed many of these concerns in its re authorization recommenda- 
tions. 

A provision of law governing the Direct Loan Program, Section 455(aXl), requires 
that “Unless otherwise specified in this part, loans made to borrowers under this 
part shall have the same terms, conditions, and benefits, and be available in the 
same amounts, as loans made to borrowers under sections 428, 428B and 428H of 
this title. “ While this is straight forward language mandating, unless otherwise 
specified, that Direct Loan borrowers have the same terms, conditions, and benefits 
as FFELP borrowers, contradictory law is evident in other HEA provisions. For ex- 
ample, Section 438(cX2) authorizes lenders to charge an origination fee “ not to ex- 
ceed 3.0 percent of the principal amount of the loan . . Section 428(bXlXH) allows 
guaranty agencies to collect “a single insurance premium equal to than 1.0 percent 
of the principal amount of the loan ...” A further example, Section 427A(j) permits 
a lender to charge a borrower an “interest rate less than the rate which is applicable 
under this part.” The meaning of Section 455(aXl) is contradicted by Sections 
438(cX2), 428<bXlXH), and 427A(j) which allow lenders, or other parties to the lend- 
ing process, to offer benefits to FFELP borrowers that are not available to Direct 
Loan borrowers since such Direct Loan borrower benefits are not authorized bv stat- 
ute. 

This is not an arcane policy debate, but goes to the heart of competition between 
these two federal loan programs. On one side many argue, the several conflicting 
provisions of the law need to be changed in both loan programs so that borrowers 
are treated equally. The law should be modified so that all borrowers’ loans have 
the same terms, conditions, and benefits regardless of whether a school participates 
in the DL or FFEL Program. Further, competition between both programs should 
be on services and servicing provided, not on terms, conditions, ana benefits offered 
to borrowers. Others argue, the law purposefully is contradictory in several provi- 
sions. Those conflicting provisions do not need to be clarified since they favor 
FFELP student borrowers depending on circumstances in the FFELP marketplace. 
The law should not be modified so that all borrowers are treated equally regardless 
of whether such a school participates in the DL or FFEL Programs. Further, com- 
petition between both programs should be on all aspects inherent in the loan pro- 
grams including services and servicing provided, as well as, on terms, conditions, 
and benefits offered to borrowers. 

Some would sav allowing the lending community the advantage to offer borrower 
benefits not available to borrowers in the Direct Loan Program conveys an unfair 
advantage to lending institutions that they will use to drive schools out of the Direct 
Loan Program and, then, when they have won, withdraw those borrower benefits. 
Others would sav once the subsidy levels for lending institutions are set by law, 
then they should be able to use their funds in any fashion that it chooses. The 
stakes in this debate are high and we urge the Congress to revisit this issue in this 
reauthorization and make a final determination as to what the Congress believes 
the appropriate level playing field policy should be in the area of incentives. 

Need Analysis 

NASFAA recommends several need analysis formula changes which address the 
issue of access and which may assist in simplifying the federal aid application form. 

NASFAA recommends eliminating the simplified needs test (SNT) formula treat- 
ment. Under this formula, assets are excluded for families who have incomes below 
$50,000 and who are eligible to file an IRS Form 1040A or 1040EZ or who are not 
required to file. We believe that the linkage with tax filing status significantly com- 
plicates the identification of eligible families. We believe that the complexity of the 
SNT is in the process of families determining their eligibility for the formula rather 
than in providing the information. NASFAA also is concerned about the $50,000 
threshold, specifically the presumption that families at this income level do not have 
significant assets, since under the current law, a single dollar of additional income 
is sufficient to completely eliminate the family from this formula treatment. 

If the most important issue is ensuring that the student gets through the system, 
we believe it may be simpler to ask applicants to complete all questions rather than 
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to have them suffer problems and delays by not understanding what portion of the 
application to complete. Most families with lower income typically do not have sig- 
nificant assets, and thus will not be negatively impacted by the inclusion of assets 
in the formula. As an added benefit of eliminating this formula, availability of the 
asset information will provide a slightly more accurate assessment of eligibility for 
those families with assets. 

We also recommend eliminating the automatic zero expected family contribution 
(EFC) formula treatment, which provides a zero EFC for those families with in- 
comes of $12,000 or less who are eligible to file an IRS Form 1040A or 1040EZ or 
who are not required to file. NASFAA is concerned about whether the current ap- 
proach identifies and serves its intended audience. Again, the tax form a family is 
& elijjible to file” is a central eligibility criterion for the formula. Many low income 
families go to tax preparers, who generally use the long form. These families are 
often not Knowledgeable enough about the tax system to understand that they could 
have filed a simpler form thus making them eligible for this formula. If they were, 
they wouldn't have gone to the tax preparer in the first place. NASFAA does not 
anticipate any impact on the Free Application for Federal Student Aid (FAFSA). 
Families will complete all data items just at they currently do. If there is any nega- 
tive formulaic impact resulting from this change, NASFAA believes that the rec- 
ommendation to offset dependent student income in the amount of the negative ad- 
justed parental available income will mitigate it. 

NASFAA recommends increasing the income protection allowance for independent 
students without dependents. NASFAA recommends providing more generous treat- 
ment for this group of students and suggests an approach similar to that contained 
in the Administration's FY-98 Budget. This would provide income protection for 
these students at the same level as for independent students with dependents other 
than a spouse and parents of dependent students. NASFAA is also interested in ex- 
ploring other approaches that might provide similar protection to this group of stu- 
dents in a different way. 

Finally, NASFAA reaffirms the importance of ability to make professional judg- 
ment decisions and relocates authority to reduce or deny loans from section 
428(aX2)(F) in Part B to section 479A(d)in Part F. 



NASFAA believes financial aid administrators must retain the authority to make 
professional judgment decisions in order to properly administer the student aid pro- 
grams. This authority remains the one sure way for an individual student with a 
unique circumstance to receive appropriate treatment or for financial aid adminis- 
trators to immediately intervene when a potentially fraudulent circumstance is 
identified. 

NASFAA also believes the authority to reduce or deny a Part B loan is better 
placed in section 479A, along with other professional judgment HEA provisions. We 
believe this will strengthen the ability of financial aid professionals to exercise judg- 
ment where appropriate. 

General Provisions 

An important part of providing access to a postsecondary education includes coun- 
seling in addition to providing grant, work, and loan funds. Financial aid adminis- 
trators believe students and families need counseling concerning their financing op- 
tions for obtaining an education or loan repayment and debt burden in an effort to 
forestall a potential default. We believe these counseling sessions are valuable for 
students and families and are an integral part of our work. However, far too often 
aid administrators are frustrated that we cannot expend the proper amount of time 
in carrying out this responsibility because we are overwhelmed with bureaucratic 
paperwork. As a profession, we believe the Congress has a rare opportunity in this 
re authorization to reduce unnecessary paperwork and regulation of financial aid of- 
fices without placing taxpayer dollars at risk and ensure proper Title IV steward- 
ship and management. 

To be frank, JNASFAA believes that often the regulatory burden that our members 
complain about, comes not so much from regulations issued by the Department of 
Education, but from the Higher Education Act the Department must faithfully ad- 
minister. Consequently, if one wishes to bring regulatoiy relief to postsecondary in- 
stitutions and financial aid offices, then it is the law that must be streamlined or 
changed. Much of the current regulatory burden results from statutory provisions 
that nave served their purpose and now are no longer necessary or provisions that 
should be modified to meet contemporary circumstances. 

To cite several examples, NASFAA recommends modifying provisions dealing with 
entrance and exit interviews, refund policy, the 85/15 rule, ability-to -bene fit rules, 
attendance policies, master calendar requirements, remedial education, 1-9 employ- 
ment verification, and technology policies. All these recommendations would reduce 
the regulatoiy burden placed on schools which .would reduce costs, free time to 
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spend on critical financial aid office responsibilities, and still safeguard taxpayer 
funds and provide fundamental student services. Further, we urge the Congress to 
adopt a strategy of conscious regulatory relief. NASFAA proposes to change the 
HEA so that the Secretary must use multiple performance standards in determining 
the level of regulatory oversight of postsecondary institutions. 

A “one size fits air regulatory approach does not serve the interests of either the 
government or postsecondary institutions. For many years, and throughout the 
NASFAA reauthorization process, student financial aid professionals have urged 
that the micromanagement of their offices end and that substantial regulatory relief 
be implemented. NASFAA agrees and recommends an open-ended process which we 
believe meets that goal. NASFAA suggests a process where the Secretary negotiates 
the performance based/multiple standards with the higher education community 
based on what would best meet the goal of regulatoiy relief and of targeted regula- 
tions determining the performance oi schools administering the Title IV programs. 

In summary, wnile you may not recognize regulation as an access problem; it can 
be. Compliance with out-of-date or unnecessary regulations or laws, not only takes 
time away from important student and family counseling activities and other prior- 
ities, but such compliance tasks also increases colleges costs and constantly frus- 
trates financial aid staff to the point where dedicated individuals burnout and leave 
the profession. We urge the Congress not to lose this opportunity to make a dif- 
ference in this matter of concern to all of us. 

Graduate Education 

If there is one area of postsecondary education where we face serious access prob- 
lems ad concerns, not only as institutions, but also the results of which we will har- 
vest as a nation, it is the financing graduate and professional education. Funding 
for Title DC of the Higher Education Act which governs the graduate and profes- 
sional education programs has been substantially reduced in the last several years. 
And if that was not enough, the House-passed tax bill would require graduate stu- 
dents who are teaching or research assistants to pay taxes on the tuition waived 
by their school. 

To gain access to their studies graduate and professional students increasingly 
rely on student loans provided by the Federal Government or by the private sector. 
Student debt from graduate work, combined with undergraduate debt, results in 
staggering sums for many who will be hard-pressed to repay in their chosen fields 
of study or many are forced to find more lucrative employment in areas outside 
their graduate areas of expertise. Study afler study documents the value of grad- 
uate education, not only for the individual, but also in increased productivity and 
innovation that is necessary if this nation is to continue or, in many areas, regain 
its preeminent place in our global economy. NASFAA endorses the Title DC rec- 
ommendations forwarded by our sister associations as a first step in meeting this 
access concern. 

As I previously indicated, NASFAA has submitted to this subcommittee a com- 
prehensive set of recommendations, rationale, and suggested legislative language. 
We encourage you to review this package and stand ready to offer our continued 
assistance as you develop your reauthorization legislation. 

I want again to thank you for the opportunity to testify today. I look forward to 
answering any questions you may have. 

Principles to Guide NASFAA ’s Reauthorization Recommendations 

• Consider students' financial, application and delivery needs above all other 
partners in the student aid system. 

• Maintain and encourage the equal treatment of students with similar cir- 
cumstances. 

• Support need-based awarding of student aid before merit-based awarding. 

• Build program standardization. 

• Safeguard taxpayer interests. 

• Maintain the balance of student aid eligibility and funding across all sectors of 
higher education. 

• Eliminate unnecessary and burdensome legislative and regulatory require- 
ments. 

• Encourage simplicity. 

• Enable technology to streamline and enhance the delivery of financial aid and 
education. 

• Invite and support efforts to improve the student aid delivery system. 

• Promote programs and efforts that encourage student financial and academic 
planning at an early age. 

• Provide schools the flexibility to respond to the specific needs of their students. 
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The Chairman. Mr. Hannegan. 

Mr. Hannegan. Good morning, Senator. My name is Brian 
Hannegan, and I am president of the National Association of Grad- 
uate and Professional Students, which represents the Nation’s 2 
million graduate and professional students in all 50 States. 

I want to thank you and Senator Kennedy for the invitation to 
address you on important issues related to student debt and to 
graduate education. This committee has been a consistent sup- 
porter of graduate education over the years, and I thank you for 
your continued support. 

I am in the fourth year of a doctoral program at the University 
of California at Irvine, and I have worked as a teaching and re- 
search assistance in addition to taking out student loans as a way 
of paying my way through graduate school. Now, while my student 
loan debt of $15,000 over 9 years of college is not much, it is a mild 
story compared to those I have heard from my fellow graduate stu- 
dents around the country. 

Some of our best ana our brightest students are turning away 
from the fields that they love to pursue a career in a more lucrative 
field. Others are delaying the start of families, the purchase of 
homes, and the savings to defray college costs for their own chil- 
dren, all because of the massive student loan debts that they are 
incurring. 

One of the more compelling stories that I have heard is that of 
Shelley, who returned to school as an adult to get a graduate de- 
gree in library science. She now works as a librarian in a small 
rural Maine community, making $19,500 a year with no benefits, 
and she has student loans of $38,000. She will be in repayment for 
the next 20 years, finally paying off her student loans at age 64. 

This example the others that I have included as an attachment 
to my written testimony, I have provided to you in the hope that 
you will take the time to read them and see the personal side of 
this tremendous debt problem that our Nation’s graduate students 
now face. These examples are representative of a much larger prob- 
lem that requires our immediate national attention. 

Between 1993 and 1995, graduate and professional student bor- 
rowing increased from $4.4 billion to $7.7 billion, an increase of 74 
percent in just 2 years. To assist students in managing their large 
debt loads, we recommend that this committee consider six specific 
measures that will, we believe, reduce the overall costs of obtaining 
and paying off a student loan, thereby alleviating the need for in- 
creased student loan dollars. 

No. 1, preserve the exemption on graduate and professional 
loans; number two, allow a greater proportion of subsidized student 
loans on an annual basis; number three, reduce the student loan 
interest rate; number four, establish a loan repayment assistance 
program for public interest and public service careers; number five, 
reduce or eliminate origination fees; and number six, extent the in- 
terest-free grace period on subsidized loans to 1 year. 

Each of these initiatives reduces overall costs of taking out a stu- 
dent loan. They provide access to higher education for low-income 
students who might not otherwise attend, and they ultimately pro- 
vide for a smaller debt burden on the Nation’s graduates. 
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We believe that an increase in the overall limit on student loans 
is an unwise move if the goal is to minimize student loan debt. 
Without an appropriate limit, total loan volume will surely increase 
to unmanageable levels which will seriously impact our graduates’ 
economic stability and career choices. 

However, this national student debt problem would not be as 
alarming if it were able to provide additional grant funds and 
scholarships and fellowships to assist students in meeting the ris- 
ing costs of attending college. We support the current bipartisan 
initiative to increase the maximum level of Pell Grants, and we 
also applaud the recent House decision to set aside $500 million in 
additional Pell funds for independent undergraduate students. 

However, the only existing grant program for graduate students, 
the State Student Incentive Grant program, is slated for elimi- 
nation in both appropriations bills currently pending. This is a 
move away from grant funds and toward student loans, particu- 
larly for graduate and professional students. 

I would suggest that this committee can take the lead in address- 
ing the problem of student debt for graduate students by develop- 
ing and funding Federal grant programs for graduate students who 
demonstrate financial need, much in the same way you do with the 
Pell Grant program now. 

We also support continued appropriations to the three Title IX 
graduate fellowship programs, including the GAANN program, Jav- 
its Fellowships for arts, social sciences and humanities, Patricia 
Roberts Harris fellowships for women and underrepresented mi- 
norities. While all are agreed that some form of reorganization of 
these programs is long overdue, we claim that the appropriate 
place to consider such changes is in reauthorization, and we would 
be happy to work with this committee to formulate a new program. 

We believe that increased appropriations to these fellowship and 
grant programs provide the most direct and obvious way of limiting 
student loan indebtedness for graduate students. 

In summary, it is clear that there is a definite national interest 
in maintaining the quality and vigor of our Nation’s graduate en- 
terprise. We are the teachers of tomorrow’s students, the scientists 
who advance technology and our understanding of the world 
around us, and the scholars responsible for the discovery and dis- 
semination of knowledge. By investing in the education of our Na- 
tion’s graduate and professional students, we as a nation develop 
new strengths and enhance existing ones to preserve our place «as 
a world leader. 

However, our Nation’s students are saddled with an enormous 
amount of debt which prevents us from working in careers which 
are societally important rather than financially lucrative. Only 
through a strong Federal commitment to education through some 
of the actions I have outlined here will we be able to reverse this 
upward trend in student debt. 

I thank you, Mr. Chairman, and the members of the committee, 
for the opportunity to share my views. 

The Chairman. Thank you all for very excellent statements. 

[The prepared statement of Mr. Hannegan follows:] 
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Prepared Statement of Bryan J. Hannegan 



Introduction 

Mr. Chairman and Members of the Committee: My name is Bryan Hannegan, 
President of the National Association of Graduate-Professional Students (NAGPS). 
NAGPS is the primary voice for the Nation's 2 million-plus graduate and profes- 
sional students through our member graduate and professional student associations 
in all fifty states. I want to thank the Chairman and Senator Kennedy for the invi- 
tation to address you today on important issues related to student debt and Federal 
support of graduate and professional education. The Members of this Committee 
have been consistent supporters of graduate and professional education, and I thank 
all of you for your continued support as we move through the Appropriations process 
and into Re authorization of the Higher Education Act at the end of the year. 

Iam in the fourth year of a Ph.D. program in Earth System Science at the Univer- 
sity of California at Irvine, studying formation and transport of aerosols and their 
effects on climate, and have worked as a both a Teaching Assistant and a Research 
Assistant in addition to taking out student loans as a means of paying my way 
through graduate school. My student loan debt currently stands at a modest 
$15,000, which is not much compared to debts held by many of my colleagues. Upon 
graduation next year, however, Vll be lucky to find an entry-level teaching position 
with a salary greater than $30,000 per year, and when one includes my student loan 
payments of $200 per month to the costs of renting an apartment, owning a car, 
and placing food on my table, it becomes readily apparent that my days of “simple 
living” will not immediately end once I receive my Ph.D. degree. 

My story is a mild one compared to the stories I've heard from my fellow graduate 
students over the past few weeks as I've been preparing my comments for you 
today. Some of our best and brightest students are turning away from the fields 
they love to pursue a more lucrative career in another field. Others are delaying 
the start of families, the purchase of homes, and the saving needed to defray edu- 
cational costs for their children, all because of the massive student loan debts they 
themselves have accumulated some of the more compelling stories I've heard in- 
clude: 

• Rose is a doctoral candidate in Adult Literacy Education at Penn State Univer- 
sity, who funded her entire first year of graduate school on a $21,000 Stafford Loan. 
She writes: “I am really committed to this program and my career, but I really won- 
der how I will pay my loan back! 

• Shelley returned to school as an adult to get a graduate degree in Library 
Science. She now works as a librarian in a small rural Maine community making 
$19,500 per year with no benefits. She has $38,000 in student loans and will be in 
repayment for the next twenty years, finally paying her loans off at age 64. 

• Ann and her husband are both graduate students at Michigan Tech, with ap- 
proximately $20,000 currently in student loans between them and virtually no sav- 
ings. By the time Ann and her husband have paid off their student loans, she 
writes, their son will be ready to enter college and Ann fears that she will have to 
take out more student loans for her son because of their inability to save given their 
student loan payments. 

• Deana and her husband owe a combined $45,000 in student loans as graduate 
students working in Creative Writing at San Francisco State University ana History 
at UC Berkeley. Deana writes: “I was horrified recently when I tallied all of our 
loans and how much we owe, because we would like to start a family when I finish 
my program but don't see how it will be financially possible.” She goes on to write 
that “instead of buying a house and having a child, I'll be the main breadwinner 
of the family working to pay off loans we should never have had to take out in the 
first place.” 

As an attachment to my written testimony, I've included many of the stories I re- 
ceived from my colleagues around the country, and I provide them to you in the 
hope that you'll take the time to read them and see the personal side of this tremen- 
dous debt problem we students now face. 

Helping Students Manage Excessive Loan Debt 

These examples are representative of a much larger student debt problem that 
requires our immediate national attention. A 1996 report titled “Graduating Into 
Deot”, released by the Education Resources Institute and the Institute for Higher 
Education Policy described an alarming increase in graduate and professional stu- 
dent debt. Between 1993 and 1995, graduate and professional student borrowing in- 
creased by $3.3 billion to a total loan volume of $7.7 billion, an increase of 74 per- 
cent in just two years! In 1995, over 1 million graduate and professional students 
used a student loan to pay for their cost of education, an increase from 620,000 stu- 
dent borrowers in 1993. Graduate and professional students make up only 19 per- 
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cent of all student borrowers, yet they borrow 28 percent of all loan dollars, and 
loans given to graduate and professional students average over $3,000 per year 
greater than those provided to undergraduate borrowers. 

To assist students in managing their large debt loads, and to prevent future grad- 
uates from amassing such large total debts, we recommend that the Committee con- 
sider a number of measures that will, we believe, reduce the overall costs of obtain- 
ing and paying off a student loan, thereby alleviating the need for increased student 
loan dollars: 

1. Preserve the Interest Exemption on Graduate/Professional Student Loans — By 
reducing the amount of loan balance subject to interest accrual while still enrolled, 
this interest exemption saves students billions of dollars in loan debt upon gradua- 
tion. Without this exemption, average monthly payments on student loans would 
skyrocket, limiting career choices and perhaps dissuading students from enrolling 
in advanced degree programs. 

2. Allow a Greater Proportion of Subsidized Student Loans — By increasing the 
amount of subsidized loan dollars a student can obtain on an annual basis, from 
$8,500 to $10,500, total interest charges on the loan are reduced, and students can 
begin to repay principal on the loan sooner after graduation, thus reducing the like- 
lihood of default, ana diminishing the student's debt load. Similarly, the total aggre- 

f ate amount available to students as subsidized loans should be increased by 
14,000. This would represent an increase from the current subsidized limit of 
$65,500 to a new limit of $79,500, an increase of $2,000 per year for 7 years, the 
normative time to degree for a student seeking an academic Ph.D. degree. 

3. Reduce the Student Loan Interest Rate — By tying student loan interest rates 
to the 30-Year T-Bill, student loan interest rates are projected to decline to a rate 
of 5 percent or 5.5 percent. Over the life of the student loan, any reduction in the 
interest rate results in substantial savings to the student borrower. 

4. Establish a Loan Repayment Assistance Program — For students engaged in 
particular programs who pursue public interest and public service careers, a loan 
repayment assistance program can be created to pay part or all of a student's loan 
burden, based on their ability to pay relative to tneir comparatively low salary. Ei- 
ther a national program could be created, or federal funds could match state funds 
used to create and sustain state repayment programs. 

5. Reduce or Eliminate Origination Fees — Origination fees do not help students 
pay for educational costs, yet students pay interest on these fees for the life of the 
loan. Even a small reduction in the origination fee would save students millions of 
dollars annually. 

6. Extend the “Grace Period” for Interest on Subsidized Loans — In today's com- 
petitive job market, it is not clear that a student will necessarily find sufficient em- 
ployment within a short time after graduation to allow them to begin payment on 
their student loans. We suggest the lengthening of the interest-free “grace period” 
to one year, which would minimize interest accrual and help reduce the number of 
student loans which enter default each year. 

Each of these initiatives reduce overall costs of taking out a student loan, provide 
access to higher education for low-income students who might not otherwise attend, 
reduce reliance on student loan dollars to pay for educational costs, and ultimately 
provide for a smaller debt burden on the nation's graduates. Without large student 
loan debts, students would be more likely to save for starting a family, buying a 
home or a car, or investing in or starting up a business in their community. 

I want to make a final comment about loan limits. There has been some discus- 
sion within tjie various higher education associations about whether we should raise 
limits on the amount a student can borrow from the various student loan programs. 
We believe an increase in the overall limit on student loan dollars is an unwise 
move if the goal is to minimize student loan indebtedness. While some high cost pro- 
grams may warrant exceptions to the aggregate loan limit cap of $138,000, we fear 
tnat, without an appropriate limit on student loan amounts, total loan volume will 
continue to increase dramatically to unmanageable levels which seriously impact a 
new graduate's career choices, and economic stability. 

Fellowships, Scholarships and Grants: The Answer to Debt! 

However, our national student debt crisis couldn’t be as alarming if we were able 
to provide additional grants, scholarships and fellowships to assist students in meet- 
ing the rising costs of attending college. Grant programs serve an important func- 
tion: they minimize the debt that a student incurs while in school, resulting in a 
smaller debt burden upon graduation. They also provide access to low- and middle- 
income students who would otherwise turn away from higher education because of 
the severe loan debts they would incur. 

Grants have traditionally formed the backbone of Federal support for higher edu- 
cation in America. In 1975, an average Fell Grant paid for 75 percent of an average- 
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cost education, whereas today, Pell Grants barely pay for one -third of all college 
costs. We support the current bipartisan initiative to increase the maximum level 
of Pell Grants from $2,700 per student per year to $3,000 per student per year, and 
we applaud the recent decision of the House Appropriations Labor, HHS and Edu- 
cation Subcommittee to set aside $500 million in additional Pell Grant funds for 
independent students subject to authorization. We recognize this as an important 
first step in restoring the purchasing power of a Pell Grant to at least its former 
value, and look toward the future when students pursuing advanced degrees will 
be eligible to receive a Pell Grant. Over 95 percent of federal grant funds go to un- 
dergraduate students through the Pell and other grant programs, while graduate 
students are forced to rely increasingly on student loans to pay their way through 
school. I would suggest that this Committee can take the lead in addressing the 
looming problem of student debt by developing Federal grant programs or graduate 
students who demonstrate financial need. 

Another important Federal student aid program is the State Student Incentive 
Grant Program, or SSIG. This past year, over 25,000 students in the University of 
California system received state grants partially funded from SSIG. Without the im- 
portant federal leverage this program provides, we fear that states will not provide 
funds for grant assistance on their own, and millions of dollars in grant aid will be 
lost to be replaced (undoubtedly) with student loan dollars. We urge you to oppose 
the President’s proposed elimination of SSIG, and encourage you to consider provid- 
ing SSIG with funding at the FY 1997 level of $50 million. 

Since 1991, the number of graduate fellowships offered by the Federal Govern- 
ment has declined from over 60 000 to under 10,000. Grants and fellowships tar- 
geted in specific academic areas, such as the humanities and social sciences, provide 
students who would otherwise not pursue their interests in these areas with finan- 
cial resources where none would otherwise exist. We support continued appropria- 
tions to the three Title IX Graduate Fellowship Programs including the Graduate 
Assistance in Areas of National Need (GAANN) Fellowship program, the Jacob — 
Javits Graduate Fellowships for students in the arts, social sciences and human- 
ities, and the Patricia Roberts Harris Graduate Fellowships for women and under- 
represented minorities. Increased appropriations for these programs are absolutely 
necessary to support existing and new Fellows in their pursuit of advanced degrees. 
While all are agreed that some form of reorganization and consolidation of these 
three programs is long overdue, we claim that the appropriate place to consider such 
changes is in Re authorization of the Higher Education Act, not in Appropriations. 
While not part of Title IV proper, these three programs provide sorely needed aid 
in specific disciplines and for specific students lor whom little funding is available. 

We believe that increased Appropriations to these fellowship and grant programs 
provide the most direct and obvious way of limiting student loan indebtedness for 
graduate students. 

The Rationale for a Federal Role In Graduate Education 

In summary, it is clear that there is a definite national interest in maintaining 
the quality and vigor of our Nation’s graduate education enterprise. We graduate 
students as the teachers of tomorrow’s students, the scientists who advance tech- 
nology and our understanding of the world around us, and the scholars responsible 
for the discovery and dissemination of new knowledge. We are the entrepreneurs 
who develop new products that fuel economic growth, the thinkers who continue the 
difficult and arduous process of understanding our own humanity and histoiy, and 
we are the source of more than 50 percent of our national basic research. By invest- 
ing in the education of graduate and professional students, we as a nation develop 
new strengths and enhance existing ones to preserve our place as a world leader. 

It’s clear that our nation’s graduate and professional students are saddled with 
an enormous amount of student debt, debt which prevents us from working in ca- 
reers which are societal important rather than financially lucrative. Only through 
a strong Federal commitment to education will we be able to reverse the upward 
trend in student debt, through consistent and ample Appropriations and Reauthor- 
ization of programs that work to reduce costs on students. I thank you, Mr. Chair- 
man, and the members of the committee for this opportunity to share the views of 
the graduate and professional student across the country on the value of Federal 
student aid programs, and the potential disaster that awaits our Nation if we fail 
to invest in education. 

The Chairman. Senator Allard^s here now, which is very con- 
venient. Please come forward and pull up a chair, Senator. Please 
proceed. I will try to get over to the floor and vote, but we can hear 
your statement first. 
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Senator Allard. Well, I have voted, Mr. Chairman, and I will 
withhold my statement until you return, if that would help. 

The Chairman. Well, I think that that is probably better, since 
you might see me darting out of here in the middle of your state- 
ment, and that would not be very appropriate. So if you do not 
mind, I will do that. 

Senator Allard. That is fine. 

The Chairman. Thank you. I will be right back. 

[Recess.] 

The Chairman. Senator Allard, please proceed. 

STATEMENT OF HON. WAYNE ALLARD, A U.S. SENATOR FROM 
THE STATE OF COLORADO 

Senator Allard. Mr. Chairman, thank vou very much for accom- 
modating me, and thank you also for allowing the hearing on a 
particular piece of legislation that I have introduced, S. 1036, The 
Young Americans Bank. 

I would like first of all to explain to you a little bit about the 
Young Americans Education Foundation. The purpose of the foun- 
dation is education, particularly along the lines of free enterprise 
and the skills that it takes to survive as an American citizen in a 
free enterprise system. 

The Young Americans Foundation is a nonprofit, 501(c)(3), and 
it is broken down into two areas. One is the Young Americans 
Bank, which is a State-chartered bank, and the only people who 
use that bank the only people who go in there and borrow money, 
the only people who go in there and open checking accounts and 
savings account, are people who are under 22 years of age. And it 
is a rather heart-warming experience to walk in there. This is a 
bank in downtown Denver, and we have young people who come in 
there who come from the poverty areas of Denver, and we have 
some who come from more affluent areas of Denver, but it is actu- 
ally located in the downtown areas, so it is accessible to the lower- 
income side. 

In addition to this function in the Bank, there is upstairs the 
educational part of it; working with 19 school districts, they work 
with the students and teachers in putting together the curriculum. 
Then they ring the students in, and they actually have small busi- 
nesses. Maybe one of them is a telephone business, another one 
may be delivery, another one may be making paper copies or print- 
ing. These students run these businesses as if they were their own, 
using artificial money and using their own bookkeeping. So they 
are trained in the class, and they come through and apply it. 

A very important part of that educational process is learning how 
to use our financial system, which comes down through the bank 
side. That is opening a checking account, having a savings account, 
and what you do to apply for a loan. Many times, young people 
think they want a loan for some purpose, and when they come into 
the bank and ask for a loan, the emphasis is to try to train them 
through the thought process of do you really need that loan; is this 
something you need today, or is it something that you can save for 
and buy 2 or 3 years later and not have to pay the cost of interest, 
because it is not something that you have to have right now. So 
it helps people to set priorities. 
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The reason for this particular piece of legislation is that a natu- 
ral extension of what the bank does is student loans, and it is very 
unique in the United States, and I hope that we get more banks 
and more educational foundations doing this. But it is very unique 
in that it is a nonprofit organization; it applies just to clientele up 
to 22 years of age, and its total assets are about $10 million. 

The provisions in the bill make those very specific provisions that 
it has to be nonprofit, it services young Americans under 22 years 
of age, and it cannot give more than $10 million in student loans. 

The problem the bank has had in servicing students and their 
student loan needs is that there is a requirement in Federal law 
of what they call the 50-50 rule. You cannot loan more than 50 per- 
cent of your loan portfolio in student loans. This particular bill 
would allow for this bank or a similar bank that might be set up 
to do those student loans. 

First of all, let me say the bank does not make money; it loses 
money. So it is subsidized by the foundation, it is subsidized by the 
local community. It has the support of the Mayor of Denver, the 
support of the banking community in the State of Colorado, and a 
lot of philanthropic organizations within the community. 

The reason for this particular legislation is to allow for it to get 
more engaged in the student loans, because you have an actual 
need that they need to meet with their students, that helps them 
further their educational purpose. 

Now, I have some comments that I would like to submit for the 
record. 

The Chairman. Certainly, you may do that. 

Senator Allard. And I just want to visit with you about what 
we are trying to accomplish and what we are doing and then an- 
swer any questions or any comments that the committee may have. 

[The prepared statement of Senator Allard follows:] 



Prepared Statement of Senator Allard 

Mr. Chairman: I have recently introduced legislation amending the Higher Edu- 
cation Act to revise the proportion of student loans that a kid’s bank can maintain 
in relation to their total consumer portfolio. This bill will allow the Young Ameri- 
cans Bank to continue providing a unique opportunity for young people to learn to 
control a checking account, save for the future, and manage credit obligations. The 
bank has had resounding success in teaching young clients financial responsibility 
and the value of savings. 

The Young Americans Bank has been operating for ten years as the only bank 
in the nation that exclusively serves young people under the age of 22. It is a full 
service, state chartered, federally insured bank with almost 17,000 customers from 
all 50 States and 11 foreign countries. Another exceptional element of the bank is 
that its holding company, the Young American Education Foundation, is the only 
non-profit bank holding company in the country. 

While educating our youth on how to make responsible financial decisions, the 
Young Americans Bank also has a natural demand for student loans. Section 435 
of the Higher Education Act prohibits banks from having student loans comprise 
more than 50 percent of total loans. Clearly this prohibits the Young Americans 
Bank from accommodating the large percentage of student loans that they would 
like to provide for their young clients. It is important to note that by allowing the 
bank to carry a larger student loan portfolio would improve the bank’s financial per- 
formance, and provide the resources to make more funds available for education. 

My legislation would allow very small, non-profit banks to exceed the 50 percent 
student loan ratio. The exception would apply only to institutions with a total out- 
standing student loan volume of $10 million or less, and all loans would have to 
be made to those age 22 and under. 
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The Young Americans Bank enjoys broad support, and I have received letters en- 
dorsing this legislation from Denver's Mayor Wellington Webb, the Colorado Bank- 
ers Association, the Colorado Governor's office and numerous financial institutions 
and universities. Not only is Senator Ben Nighthorse Campbell an original cospon- 
sor of my bill, but a companion bill is being championed by Congressman Bob Schaf- 
fer, with the support of his Colorado colleagues. 

The Young Americans Bank does an outstanding job of providing financial and 
educational opportunities to young people, and I encourage my colleagues to support 
their mission and encourage such a successful institution. 

You have been provided with documents containing more details about Kid's 
Bank, and I would be happy to answer any questions you may have. Thank you for 
allowing me to testify today. 

[Please note: Due to the cost of printing, the booklet entitled 
“Young Americans Bank — The future begins here” will be retained 
in the files of the committee.] 



The Kid's Bank Act 

Senator Wayne Allard 

Background on the Yoon? Americans Bank 

The Young Americans Bank, otherwise known as the Kid's Bank, is a non- 
profit organization that was founded In 1987. The Kid's Bank is located 
in Denver, Colorado and is dedicated solely to young people under the age 
of twenty-two. 

The Young Americans Bank has been operating for ten years as the only 
bank in the nation chat exclusively serves young people. 

It is a full service, state chartered, federally insured bank with almost 
1 7,000 customers from ail fifty states and eleven foreign countries. Its 
holding company, the Young American Education Foundation, is the only 
non-profit bank holding company in the country. 

The Bank's mission is. to educate children on economic activities and 
responsibility. 



The assets of the Young Americans Bank total $10 million. 



Current obstacles to Kid's Bank loan program 

While educating our youth on how to make responsible financial decisions, 
the Young Americans Bank also has a natural demand for student loans. 
Section 435 of the Higher Education Act prohibits banks from having 
student loans comprise more than fifty percent of total loans. Clearly this 
prohibits the Young Americans Bank from accommodating the Urge 
p erc en tage of student loans chat they would like to provide for their 
young clients. 
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The Kid's Bank Act 

My amendment to the Reaatfaorintion of the Higher Education Act would 
rectify the problem for Kid's Bank and would encourage the development 
of similar small, non-profit programs across the United Sates* 

The legislation I have introduced amending the Higher Education Act 
would revise the portion of student loans that a bank can maintain in 
relation to their total consumer portfolio. This bill will allow the Young 



Americans Bank to continue providing a unique opportunity for young 
people to learn to control a checking account, save for the future, and 
manage credit obligations. The bank has had resounding success in 
teaching young diems how to responsibly handle their finances. 

SpedflcalKy, my legislation would allow very small, non-profit banks to 
exceed the 50<Xr student loan ratio. This- exception would apply only to 
institutions with a total outstanding student loan volume of $10 million or 
less, and ail loans would have to be made to those age 22 and under. 

By allowing the bank to carry a larger student loan portfolio the bank's 
financial performance would improve and, in turn, lad's Bank would have 
the resources to provide more funds for educational programing. 



The Young Americans Bank enfoys broad support, and I have received letters 
endorsing this legislation from Denver's Mayor Wellington Webb, the Colorado 
Bankers Association, the Colorado Governor's office and numerous financial 
institutions and universities. Not only is Senator Ben Nighthorse Campbell an 
original cosponsor of my bill, a companion bill is being championed by 
Congressman Bob Schaffer, with the support of his Colorado colleagues. 

The operation and objectives of the Young Americans Bank should not be 
limited. This bank does an outstanding jofr of providing financial and 
educational opportunities to young people, and I encourage my colleagues to 
support their mission and encourage the expansion of such a successful 
institution. 
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105th congress 
1st Session 



S. * 03 ^ 



IN THE SENATE OF THE UNITED STATES 



Mr. Allard introduced the following bill; which was read twice and referred 
to th* Committee on 



A BILL 

To amend section 435(d)(l)(A)(ii) of the Higher Education 
Act of 1965 with respect to the definition of an eligible 
lender. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION L DEFINITION OF ELIGIBLE LENDER. 

4 Section 435(d)(l)(A)(ii) of the Higher Education Act 

5 of 1965 (20 U.S.C. l085(H)(l)(A)(ii)) is amended— 

6 (1) in subclause (I), by striking “or" after 

7 “1992,"; and 

8 (2) by striking the semicolon at the end and in- 

9 serting or (HI) it is a bank that is a wholly owned 

10 subsidiary of a nonprofit foundation, the foundation 

1 is described in section 501(c)(3) of the Internal Rev- 

2 enue Code of 1986 and exempt from taxation under 

3 section 501(a) of such Code, and the bank makes 

4 loans under this part only to undergraduate students 

5 who are age 22 or younger and has a portfolio of 

6 such loans that is not more than $10,000,000;". 
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The Chairman. Well, thank you very much. It is a fascinating 
idea, and if there ever were a time when we needed good ideas, it 
is now, as we look toward how we can make education more afford- 
able. 

What happens at age 22? 

Senator Allard. Well, at the age of 22, they no longer use the 
bank. Now, if you have a student loan, there is an obligation with 
a student loan which is beyond the charter of the Banlc, but once 
you hit the age of 22, you go to a regular bank and do business, 
and you have hopefully learned the skills. With the time they 
spend advising somebody when they come into the bank — many 
times, educating the parents, too — by the time you reach the age 
of 22, you should be on your own and you should have learned your 
skills and be using a regular banking service. 

The Chairman. I look at this and wonder if it is under our juris- 
diction as far as your request? 

Senator Allard. Well, the bill has been referred to your commit- 
tee. I do serve on the Banking Committee, and the reason it is here 
is because of the student loan provision requirement that requires 
the 50-50 rule. I think that that is the reason why it is before your 
committee. 

The Chairman. OK. I think we will take a very close look at it. 
It is an exciting thought, and I will be conversing with you outside 
the hearing process as well, as we move along. It is one that will 
certainly get very serious consideration by this committee. 

I think that anything we can do to get young people involved in 
the learning process of now to manage money and at the same time 
how to manage going to college is certainly a very important step. 

Senator Allard. Yes, and to teach people to think about the way 
to save and how to work with a checkbook. I am a small business- 
man, and it is amazing how many people have not learned the skill 
of being able to manage their money and save and work with a 
checking account. So this would give young Americans, before they 
take on a lot of family responsibilities, I think some very needed 
skills in our society and something that we should not ignore. 

The Chairman. I have run into similar kinds of programs, but 
nothing as elaborate and dramatic as the one in Denver. And they 
are all very helpful, but this one sounds like as good a program as 
I have heard of. 

Senator Allard. Well, it is coordinated with educators as well as 
the business community; and if you are in Denver, let me know, 
and I would be glad to take you over there and take you through. 
It is veiy fascinating. 

The Chairman. I just might do that. Thank you very much. 

Senator Warner. 

Senator Warner. Mr. Chairman, I once upon a time had a iob 
as a lawyer at a bank, so I have some modest knowledge of this 
subject, although I am very rusty. What would concern me is that 
all of us recognize that our great Nation does go through periods 
of economic decline, and should one set in and there be a prevailing 
inability among a significant number of students to carry the costs 
of their loans, where would this bank look for resources to tide it 
over? 
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Senator Allard. It is a subsidiary of a nonprofit foundation. The 
major benefactor of that is Bill Daniels, who is a large cable busi- 
ness in Denver. It is supported through that, and today, it does not 
make money; it is supported by the services and support from the 
local community and the city of Denver itself, as well as this non- 
profit foundation. It is really not designed to make money in that 
regard. It is designed with education as its purpose, and it has a 
very limited mission, which is education. 

Its loan portfolio is very conservative, as you might imagine, ex- 
tremely conservative. The main thing they are trying to teach 
young people in this bank is that you just do not go out and make 
a loan; you need to think about saving for what your needs are, 
and whether or not you are dealing with a situation where you 
need that loan right away. Many times, people who walk in think- 
ing they need a loan find out that they do not really need the loan. 
And because the loan portfolio is so small, they run into problems 
when they talk about the student loan aspect. They find that this 
is a clientele that they could serve, tie it in with their educational 
process, and that is the reason for the bill. 

Senator Warner. Thank you. 

Thank you, Mr. Chairman. 

The Chairman. Senator Wellstone. 

Senator Wellstone. Senator Allard, thank you for your testi- 
mony. I agree with Senator Jeffords, it is a fascinating idea. 

You are focusing on the education part that young people 

Senator Allard. Under 22 years of age. 

Senator Wellstone. Right, and in some ways, especially since so 
many of our students in higher education are not 18 or 19, but 35 
and 40, with children, I keep thinking that it applies to older stu- 
dents, because the nontraditional students are almost becoming the 
majority. 

But your focus is in part on education about saving as opposed 
to just going in for loans — but is this not also a way of providing 
the financing? 

Senator Allard. The focus of the Young Americans Foundation, 
which is the overall foundation underneath that as the subsidiary, 
which is the bank, and another one is this educational function, 
which works with some 19 school districts. The function is to edu- 
cate young people on the free enterprise system. A very important 
part of how you function in this free enterprise system is your rela- 
tionship with banking and how you handle your money. Savings 
has got to be a part of that, how you handle a checkbook. If you 
walk into the bank and look at the people who are lined up at the 
tellers, many of them are 13-, 14- and 15-year-olds; they are just 
beginning to appreciate money and what you can do with money, 
and so they have checking accounts, and in some cases, they take 
out loans if they have a need for various purposes. The bank goes 
through it with them and often talks them out of the loans, saying, 
look, you would be better off to set up a savings account and save 
for what you need. 

So the whole function is really education and to educate them 
about the free enterprise and what a bank’s role is in that free en- 
terprise system. 

ERIC u r? 
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Now, the other part of this foundation besides the bank is a 
strictly educational function, where they work with teachers in 
some 19 school districts in Colorado, where they are instructed in 
the class on the principles of free enterprise, and then, when they 
move into this other area, when they go upstairs in the bank, the 
students are given an enterprise of some kind. Maybe it is deliv- 
eries, maybe it is printing, maybe it is telephone service. And they 
run these businesses, and they interact with one another, just like 
what happens in any small town in the United States, any commu- 
nity, and they learn these skills that they have learned in the 
classroom by applying them. It is rather unique, and if you are 
ever in Denver, I would like to have an opportunity to take you up 
there. 

Senator Wellstone. But a lot of the loan portfolio is student 
loans, too; is that correct? That is the thing I am a little confused 
about, and I apologize; I am just trying to get clear about it. 

Senator Allard. That is all right. It is a $10 million bank. It is 
a very small bank. That is their total. And what the bill asks is 
that they be allowed to give up to a maximum of $10 million, which 
is still very small, in student loans and that they be forgiven on 
what they call the 50-50 rule. 

Senator Wellstone. In that more than 50 percent be student 
loans? 

Senator Allard. That is correct. And the promoters of this feel 
that it is a natural, while they have the students there, for them 
to think about their needs of higher education and to think about 
how they are going to take care of those higher education needs; 
it is a natural to take up that clientele and get them into the stu- 
dent loan program. 

Senator Wellstone. Thank you. 

The Chairman. Senator Reed? 

Senator Reed. Thank you, Mr. Chairman. 

First of all, let me commend Senator Allard for the legislation. 
Are there any other examples, Senator, across the country of banks 
like this? 

Senator Allard. This is the first, and I think it would be nice 
to see this concept spread out, because I think it is training that 
is really needed in our society, and I would hope that maybe other 
education foundations would pick up the educational effort that is 
going on. 

Senator Reed. Following on a line that the chairman suggested, 
this is a constraint that is built into the Higher Education Act, but 
I would assume that the Federal Deposit Insurance Corporation 
would have concentration rules that might be even more stringent 
than the Higher Education Act provision. 

Senator Allard. Well, the only problem with what we are trying 
to do is just in that one provision, the 50-50 rule, and the language 
of the bill is very, very narrow to apply to this. 

We went to tne banking community in Colorado because we did 
not want to create a loophole that would allow for unfair competi- 
tion. So we have worked very closely with the bankers in Denver 
and in Colorado. It is a State-chartered bank, and I believe that we 
have drafted this legislation so that we do not create any problems 
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for the banking community and that we can stay focused on the 
educational needs. 

What we did not want to do was to create a loophole that would 
allow somebody to come in and create a problem with other banks 
as far as competition. We wanted this to focus on educational 
needs, and this is one area where they thought there was a need 
to help out the students. The local banking community is support- 
ive of this bill, and we have a letter from the Colorado Banking As- 
sociation in support of it. 

The Chairman. Thank you very much, Senator. We deeply appre- 
ciate your testimony and look forward to working with you. 

Senator Allard. Thank you. I look forward to working with you, 
too, and thank you for your consideration. 

The Chairman. Now, if the second panel would please return to 
the table. For the information of other members, they have already 
made their opening statements, so we are now in the process of 
questioning. 

I want to again thank you for your testimony. This is the reau- 
thorization, as you know, of the Higher Education Act, and it is ex- 
tremely important, that we not rush through it. But the crisis is 
upon us, and it is getting worse. 

Just to share a couple of thoughts with you, as I have traveled 
around the country with hearings and so on, the situation gets 
more and more confused with the addition of nontraditional stu- 
dents. We have run into individuals who perceive that they will not 
only be paying off their loans but will be helping to make payments 
on their cnildren’s and grandchildren’s loans by the time they are 
finished. And, having two children myself, both of whom went to 
graduate school, I made the best deal I could. I said I would pay 
for their undergraduate degree and they would pay for their grad- 
uate education — and what a deal that turned out to be. 

But I will tell you we are all going to be paying loans off — I will 
still be paying their undergraduate loans off into the future, while 
they will still be paying their own and their children’s loans off. So 
there is the question of how we will handle this situation which is 
growing in magnitude. 

But to emphasize what I think is the more important aspect of 
it, Mr. Stewart, in your testimony, you indicate that there is a 30 
percent gap in higher education participant rates between higher- 
and lower-income students. What specific strategies do you rec- 
ommend to reduce this gap? 

Mr. Stewart. Well, I think a strategy that combines increased 
grant support as opposed to loan support for low-income students 
would be very helpful. We applaud the additional $300 applied to 
Pell, bringing the maximum to $3,000. This will help. I think an 
increase close to the $5,000 recommendation, which I believe is in 
a piece of legislation recommended by Senator Wellstone, would in- 
crease the chance of closing that gap. Along with the financial aid 
that is, we would hope, more in the form or a grant than loans, we 
would hope to see better opportunities for low-income students to 
improve the quality of their education, their preparation. And I 
would think that many of the TRIO programs that are also part 
of the Higher Education Act, if well-funded, would be particularly 
helpful to low-income students as well. I think the combination of 
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improved opportunities for better academic preparation and in- 
creased Pell Grant support would be very a very significant con- 
tributor to closing the gap. 

The CHAIRMAN. Have any studies been done on the problem that 
bothers me the most, which is that something like three-fourths of 
low-income students who start school, drop out. As to why is that 
the case, how much of the problem is financing and what other fac- 
tors there are? That is the first part of the question. 

The second comment I have is if we try to change primarily to 
a grant situation under the present fiscal situation we have, that 
is a staggering thought from the perspective of trying to live within 
the budget parameters. 

Mr. Stewart. I will address the first part of your question very 
briefly and second the fiscal issue. We certainly know that it is a 
combination of poor academic preparation that contributes to the 
dropout rate, and support for remediation and so on would be ter- 
ribly helpful. But we would like to see a greater focus on helping 
students as they leave high school to be better prepared for college- 
level work. 

But the financial aid disparity is a major contributor, and we 
know that income is a greater determinant of both academic per- 
formance — family background — and when the opportunity to go to 
college is complicated by the lack of financial support, I think we 
have a formula for the kind of overall academic failure for low-in- 
come students that is so prevalent in this country. 

As for the Nation’s fiscal situation — and we are certainly sup- 
portive and sympathetic to the balanced budget constraints that we 
would want to have — we feel that the investment in higher edu- 
cation for low-income students would be a very good and prudent 
investment, if you will, to improve the future earnings of these peo- 
ple, who are all to often, as you said in your opening statement, 
Senator Jeffords, unable to garner the fruits of a college education 
and therefore become more productive members of our society. We 
think it is a good investment. 

The Chairman. Well, your first point, that preparation in the K 
through 12 programs is inadequate, is related more to low-income 
students than the average student, or not? 

Mr. Stewart. We think that low-income students coming from 
poverty areas and poor schools suffer disproportionately from poor 
academic preparation. We have a great deal of evidence to dem- 
onstrate that. 

The CHAIRMAN. Well, then, are you saying that what we should 
have is some sort of pre-college remedial help for those students 
built into our system? 

Mr. Stewart. Well, I think we need a total system with the 
kinds of bridge programs that TRIO makes possible, to help with 
early preparation and improvement in that preparation and overall 
improvement of their schooling. But we simultaneously need the 
kind of help financially for these students, who are often, by the 
way, older students when they are coming into again, often, com- 
munity colleges, to enable them to do what needs to be done in a 
remedial sense and simultaneously prepare to work with higher 
education. 
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The Chairman. I realize that these are rather broad conclusions, 
but are they a result of attempting to locate students who have 
dropped out and inquire of them at least as to why they dropped 
out, or is this just a feeling? 

Mr. Stewart. No; it is more than a feeling. We at the College 
Board have invested a great deal of effort, witn the help of founda- 
tions, in a program called Equity 2000, which enables us to work 
with a number of school districts that are trying to improve the 
quality of preparation for college-level work through efforts to de- 
track. Our program is related to something very simple, which is 
getting all students to take algebra and geometry in high school, 
and that enables them to take a full academic course for prepara- 
tion for college or for work. 

It is a fact in this country that with the underrepresentation of 
poor, often minority, students, there is a direct relationship to their 
high school preparation. They just do not have it, and then they do 
not have the funds to go into college to do the work of higher edu- 
cation, either. It is a very complex situation which the Higher Edu- 
cation Act, I think, particularly with its emphasis with Pell and 
with its TRIO programs, will help to ameliorate. 

The Chairman. Do other members of the panel wish to comment? 

Mr. Harrell. Yes, Senator, I would like to share some comments 
along the lines of Mr. Stewart with regard to the issue of the 
$5,000 Pell maximum award that we are suggesting along those 
same lines. While we at NASFAA certainly do understand the fis- 
cal issues that are facing the country right now, we also see that 
as an investment in those young people. And as I indicate in my 
statement, we certainly support and applaud the Congress and ad- 
ministration’s efforts to do some things that relate to tax cuts in 
an education way for many of the middle-income families within 
our country. We think it is also appropriate that the other piece of 
that simultaneously be a commitment on our part to do something 
as well for those individuals who are at the low end, so that they 
also will be able to reap some of the benefits of a quality post- 
secondary experience. We in no way want to suggest that it is 
not — it is certainly not an easy situation, and it is one that is going 
to be difficult as we move forward. But we also see that as an in- 
vestment that we believe will pay off with results in the long-term 
and that many of those young people are individuals who also end 
up currently with student loan situations which, because of the 
kinds of economic situations they bring to the higher education, it 
does put them at a higher risk of perhaps defaulting on those loans 
as they move through the process. 

So that while there are certainly some cost issues on the front 
end, we see it as a long-term investment that will pay off for the 
country, because many of those individuals, hopefully, will not have 
the type of loan indebtedness that we have talked about or that my 
colleague here has talked about as well, particularly for those who 
want to go on and try to pursue a graduate education. 

The Chairman. Mr. Hannegan. 

Mr. Hannegan. It is important for the committee to know that 
student debt is very cumulative in the sense that it continues over; 
that most graduate students do not start from a zero point when 
they enter graduate school. Most of them come in with significant 
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amounts of student debt already. So anything that you can do to 
eliminate or reduce that baseline helps the total indebtedness for 
those who go on to graduate school. 

Most of the students who go into graduate school are by defini- 
tion in dependent and by definition low-income, because most of 
them have long since received any form of parental assistance that 
they are going to get. Many of them are subsisting on either their 
assistantsnip or whatever part-time opportunities they can make 
available to themselves outside their regular work. 

So that when we talk about low-income students, we are not al- 
ways focusing on undergraduates; most graduate students are by 
definition low-income, and anything that you can do to provide sup- 
port to them as well would be well-received. 

Again, as I mentioned in my comments, I think that some form 
of a grant program needs to be there for graduate education, if only 
to encourage low-income students to go on and pursue advanced 
degrees, because they are severely underrepresented in graduate 
education around the Nation. 

The Chairman. Senator Wellstone? 

Senator Wellstone. I am just going to ask one question and 
have each of you respond, because I could just go on and on; I feel 
so close to the issues that we are discussing. But I would really like 
to commend the chair because you have Drought in some people 
who are still raising questions about what is the most desirable 
policy. I think that sometimes, we focus so much on feasibility — 
that is to say, this is all that, politically, we can do, end of quote — 
and ultimately, I guess you do get to that point. But on the other 
hand, the first question that probably should always be asked is 
what is the best thing to do. 

I want to say to you, Joel, that as somebody who went through 
graduate school, I am very sympathetic. The only difference is that 
I think I had it made in the shade compared to what graduate stu- 
dents are dealing with now. I had the grants, and I had two small 
children and did not have the money myself, but I was able to do 
it, and so much of that is not there now. We get into this vicious 
zero-sum game where it is graduate students versus undergradu- 
ates, and graduate school education somehow is icing on the cake 
and is no longer really part of education, or we get into middle-in- 
come versus low-income, which really gets me to my point, which 
is that I thank you, Mr. Stewart, for mentioning S. 212. 

I still believe, and I am going to continue to say this, that the 
Pell Grant, which costs no more over the 5-year period than the de- 
ductions and the Hope scholarship, is by far the most efficient and 
effective way of getting assistance to students. I mean, the crazy 
thing is — and you know this, Mr. Chairman, and you have said it, 
so it is not aimed at you — that we are spending the money anyway. 
It is like treating the people in this country as if they have no in- 
telligence. We argue that we cannot politically find the money, but 
we are finding the money. We are just doing it through the tax sys- 
tem; but anything we do through the tax system, through deduc- 
tions and credits, has got to be made up somewhere else. 

So we spend the money one way or the other, but what is driving 
me to distraction is that the two areas where we could do the best 
job — and they happen to be our role — is not K through 12, but pre- 
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K. And we know this from other testimony that we have had, but 
we are locked into a straitjacket. We have no resources to invest, 
and yet we know that this is key. 

The TRIO program is great. I think it is a heart-and-soul pro- 
gram, and I could not agree more. But I believe that we need to 
start by ensuring that every kid comes to kindergarten ready to 
learn, and then, on the higher ed part — and this is what I would 
like to get your reactions to — I honestly and truthfully believe that 
above and beyond — above and beyond the fact that some kids by 
age 3 may never really be ready for school or for life because of our 
neglect — and apparently, that is what the medical evidence is now 
suggesting to us — there is the other issue of being able to afford 
college. And we have had a flat 8 percent graduation rate since the 
late seventies for students coming from families with incomes 
under $20,000 a year. And a lot of that is just the straight afford- 
ability issue. 

Now, the deductions and the tax credit, which is not refundable, 
will not help those students. Am I wrong about that? You can cer- 
tainly tell me I am. But I almost always speak at the graduation 
services of the community colleges. I love to go there because every 
one of those graduations that I have been to in Minnesota — and I 
say this to both of my colleagues — at some point during the gradua- 
tion ceremony, someone will yell out, “Way to go, Grandma” as 
grandma comes up to get her diploma. I love it. It just gives me 
goose bumps, you know; I just love it. 

But also, when I talk to financial aid people and presidents and 
students, they are not going to be helped by this. I am being criti- 
cal of the Democrats. I mean, the administration has been hyping 
this. 

Are the students with income under $25,000 a year, whether 
they are graduate or undergraduate, going to be helped by what we 
have now, or not? 

Mr. Stewart. They are not. Unfortunately, they do fall below an 
income level where they will benefit, with the absence of 
refun dability, from the Hope program. And we the College Board 
are trying to focus on that lower quartile, if you will. 

I would like to make one other statement, Senators, if I may. 
Our country is engaged in a great national debate about standards, 
about improving standards, content standards, performance stand- 
ards; all students must learn to higher standards, and we are 
pushing through our States these very important efforts, which we 
certainly support. And as an assessment organization, the College 
Board is involved in much of this. 

But our great fear is that pushing standards, particularly for 
low-income students, is raising expectations that will be dashed 
when getting through high school and to college, which they cannot 
afford. To push higher performance and to hold out the expectation 
for a better life in this country when poor students will not be able 
to go to college because of the absence of financial aid, I think is 
a national problem that we ought to address. 

Senator Wellstone. Mr. Stewart, if I could just interrupt for a 
second? 

Mr. Stewart. Yes. Thank you. 
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Senator Wellstone. Mr. Chairman, I promise to just take 20 
seconds, and I apologize to both of my colleague. 

The Chairman. Please go right ahead. 

Senator Wellstone. I also think that beyond that question — and 
you do not have to agree with me — the other thing is that we are 
setting a lot of students up for failure. 

Mr. Stewart. We are. 

Senator Wellstone. If we do not do anything to change the con- 
cerns and circumstances of their lives, including schools and teach- 
ers and facilities and all the rest, we already know which kids are 
going to fail. If you change nothing else and just have the stand- 
ards, we already know which kids are going to fail. 

Mr. Stewart. You got it — excuse me — sir. [Laughter.] 

Senator Wellstone. I am sorry. That is it. I will not interrupt 
anybody else. 

Mr. Harrell. Senator, we also share the views of Mr. Stewart 
with regard to whether or not the tax credits are going to help 
those particular students below that level, and it is also our view 
at NASFAA that they will not. 

Now, as I said in my statement here, certainly we in no way 
want to suggest that those families do not need help or should not 
receive help with financing, postsecondary experiences for their 
students; but as we have said in our statement, we also think that 
if in fact we are going to make that type of commitment to those 
individuals, we also have a moral responsibility to make a commit- 
ment to those young; people and families who are at the lower end 
and who, based on all of our information, indicate that that legisla- 
tion will not help them. 

So I agree and certainly support your concerns and comments 
along those lines, that no, it is not going to help those students. 

Now, while we are on that issue of the educational tax credit pro- 
grams, let me express if I might, Mr. Chairman and Senator, an- 
other concern that we have in the student aid community, and that 
is with the administration of that program. We are currently look- 
ing at and trying to analyze exactly how that program is going to 
be administered within Treasury, and we do see some real concerns 
and challenges that are going to lie within institutions as relates 
to the administration, at least, of that actual tax credit program. 
We would like to suggest — and I know the Senator is a member of 
the Finance Committee — that they seriously look at those issues 
and, if at all possible, provide the maximum flexibility within stat- 
ute and allow room within the regulatory process for Treasury to 
work with institutions so that if in fact we move in that direction, 
institutions do have flexibility in administering that. And we are 
looking at that at NASFAA in some serious ways and will be happy 
to share additional information as to the consequences and implica- 
tions that will be brought on from just the administrative burdens 
that will be associated with that. 

Mr. Hannegan. Senator, as I understand it, the most likely form 
of the tax bill that will come forth will not even be available to 
graduate students, so the deductibility issue for graduate students 
is not even an issue, for that matter. 

If you look back at some of the other incarnations of the bill, we 
have been under fire for the money that we do make as teaching 
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and research assistants through section 117(d). Things like the per- 
manent extension of section 127, which includes graduate students, 
are much more valuable for low-income students who go through 
their undergraduate years, have to go into the workforce for an em- 
ployer simply to make ends meet for their families, whether it is 
their parents or the family that they themselves support. If you can 
make that section of the Tax Code available to graduate students 
on a permanent basis, that would allow people to enter the 
workforce but still go back and get that graduate degree later on, 
even if it is course-by-course over a number of years. 

So that when we look at tax credits, there are a number of things 
that can be done to really help graduate students that really are 
not being done right now. And the deductibility issue would be 
great if graduate students were even available for that. 

The Chairman. Senator Reed. 

Senator Reed. Thank you, Mr. Chairman, and thank you, gentle- 
men, for your testimony. I want to associate myself with many of 
Senator Wellstone’s remarks. We are both trying to increase Pell 
Grant funding which I think would be a major step forward in our 
efforts to provide opportunities for all of our citizens. 

The changing contours of financial aid have forced many difficult 
choices on students and parents, and I wonder if you might be able 
to give us a sense of those choices — how many students now will 
not go to college; how many will go to a community college versus 
a 4-year undergraduate program; and how many students in col- 
lege will drop out because of the problems. If you can give us a 
sense of that, I think it might help to personalize what we have 
been talking about in terms of aid programs, Title IV, Pell Grants, 
and direct loans. 

Mr. Stewart. In our chart, Exhibit C, Senator, we indicate what 
college participation rates by family income quartiles would be, and 
you can see — if you can; it is a little far away 

Senator Reed. It looks like a target at about 200 meters to me. 
[Laughter.] 

Mr. Stewart [continuing]. There is a very high correlation be- 
tween income levels and participation rates. The higher you go up 
the scale, you see, the higher the participation rate, with families 
below an income of $22,000 being at the very bottom, with 40-some 
percent participation rate, and for families with income levels 
above $67,000, 80 percent are able to go to college. 

But I am not going to say that middle-income families, too, do 
not suffer, do not have problems. As I argued in my written testi- 
mony, higher education in America is affordable for all families at 
one kind of institution or another. Great attention is given to the 
over-$20,000-a-year institutions, but not everyone is going to Har- 
vard, and that is where the publicity and the media are usually fo- 
cused. 

I think many poor families are faced with the choice of not going 
at all. They just cannot afford it; or, children of poor families take 
on unrealistic work burdens to try to work and study simulta- 
neously in a way that undermines their academic achievement. 

I see various patterns, though, and Senator Wellstone is no 
longer with us, but many families will postpone the education of 
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their children, certainly at the graduate level, so you will see this 
increasing trend of older students who have had to work and study. 

But higher education — and Dr. Ikenberry is here from ACE, and 
I am sure he will say something about this — offers multiple oppor- 
tunities through our various sectors and subsectors for all students. 
But the choices are getting very tough, and I think we are going 
to see much more part-time study and some of the other things I 
have already alluded to. I do not want to speak too long. 

Senator Reed. Doctor, please. 

Mr. Harrell. Yes, Senator. Let me speak now not necessarily in 
my role as a representative of NASFAA here, but as a practicing 
student aid administrator who talks on a day-to-day basis with stu- 
dents and parents. My institution, the University of Tennessee, 
Chattanooga, is a metropolitan university that has a significantly 
large number of nontraditional-type students as well as traditional 
students who are trying to balance, as Mr. Stewart has indicated, 
that relationship between work and going to school. 

So the issue that we are most concerned with, as he was saying, 
is not necessarily the fact that there are not a lot of choices out 
there, or that those choices are not good, but that they are trying 
to find a way to be able to maintain their academic preparedness 
and at the same time, quite frankly, keep their lights on. That is 
one of the most difficult situations that I encounter in talking with 
these people, that yes, they realize the opportunity is there, and 
they understand that the options are there, but they are faced with 
the dilemma that if in fact they are not going to be able to receive 
sufficient support to be able to pursue this opportunity, then they 
have got to make some choices, and for many of them, unfortu- 
nately, it means that that choice becomes one of do I feed children 
or do I pursue postsecondary education; do I keep shelter or pursue 
postsecondary education. And quite frankly, obviously, it is not 
very hard to figure out what that decision ends up being, and it 
does in fact delay many of them to the point where they do relegate 
themselves to part-time study and find themselves having to make 
some very difficult choices, which for them is frustrating, because 
they understand that not only for them, but for their children as 
well, that is an important decision that they need to be able to 
make and make in a positive way. 

Senator Reed. Doctor, you and several others have been at the 
university for your entire career 

Mr. Harrell. That is correct. 

Senator Reed [continuing]. And this is an accelerating problem 
that you are seeing? 

Mr. Harrell. It is an accelerating problem, particularly for the 
nontraditional students who more and more are coming into the 
workplace — into the educational arena, at least. The economic pres- 
sures that they are facing, as costs escalate in other parts of society 
as well, are exacerbated by the fact that the higher education costs 
continue to rise, and they have got to make those decisions now in 
a much more difficult kind of way as opposed to when those cost 
issues were not as paramount. 

Senator Reed. Thank you. 

Mr. Hannegan, please. 
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Mr. Hannegan. The previous gentlemen make a very good point, 
and that is that the overall cost that we have to worry about fund- 
ing as students is not just simply the bill that the university gives 
us; it is the living cost, it is the cost of putting food on the table. 

In my capacity with the Association, I hear a lot of personal sto- 
ries — and in fact, I have attached quite a few of them to the testi- 
mony today — but one is from a doctoral candidate named Rose at 
Penn State University who works in the area of education, in adult 
literacy. She says that she funded her entire first year of graduate 
school on a $21,000 Stafford loan. And she writes that even though 
she is really committed to her program and to her career, she won- 
ders how she is going to pay her loan back and in fact is wondering 
whether another $21,000 is even feasible. 

So that when we talk about instances of folks dropping out or 
putting things on the back burner, clearly there are a number of 
stories from graduate students around the Nation that verify that. 
And my own personal assessment is that these stories are becom- 
ing a lot more numerous. In just the past couple of years, we have 
become very aware that there is this growing problem that we need 
to find some other answer to other than just raising the loan limits 
or throwing more loan dollars at students. 

Senator Reed. Thank you, and just a final point. At a time when 
we all recognize that postsecondaiy education is absolutely critical 
to the country’s future and individual progress, it is harder and 
harder for students to attend postsecondary education, and it is 
particularly difficult for low-income students and families. 

Thank you all, gentlemen. 

Thank you, Mr. Chairman. 

The Chairman. I am getting more and more discouraged — I 
think I am going to throw this panel out. [Laughter.] 

Mr. Stewart. There is hope. 

The Chairman. Let me talk about a concept which we are coming 
to utilize and what impact that has, and that is income-contingency 
repayment. Obviously, from a total financial look at it, it is a disas- 
ter; you end up paving back many, many more times than you 
would if you paid off your loans on time. But is that an alternative 
which by necessity is something we should expand, so that instead 
of a loan repayment of a certain amount coming out of your cash, 
you have an income tax increase, so that if you are not earning 
anything, you do not have to pay much. 

What are your thoughts on that? 

Mr. Stewart. The gentleman from Tennessee is probably better 
able to address this at a more detailed level. I think that concep- 
tually, it is a good idea as an option. A long-time friend and col- 
league, Bruce Johnstone, has done a great deal of research and 
analysis using various models of income-contingency loan repay- 
ments. 

There are certain disincentives built into the plans that I have 
seen for action or career choices that would lead to accelerated in- 
come returns. But I think that on balance, if there are built-in con- 
tingencies to the income-contingency loan, to leave it to repay a 
loan and gets completion without penalty — the kinds of things we 
do with more home mortgages and so on — that on balance, it is a 
good idea, conceptually. 
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I think that in Minnesota, there was a pilot that was used to test 
this idea, and it seemed to work rather well in increasing participa- 
tion rates in higher education and creating affordable alternatives 
for repayment of the loans and enabling students to make choices 
with regard to professions that were low-paying professions. We 
want more of our students to go into teaching and social work and 
nursing and so on, who, if carrying very heavy debt burdens, are 
just not going to do that. That is the disincentive we want to avoid. 

Socially, I think that we would be well-served by a form of in- 
come-contingency loan program. 

Mr. HARRELL. Senator, our view on the income-contingent loan 
program is that while we agree with the concept in allowing stu- 
dents to have some options in repaying those obligations on a long- 
term basis, we feel that for some students, yes, that is a viable op- 
tion, and it is something that should be there for them and that 
they should have access to. 

However, our concern is that many students, when you look at 
their amortization schedules, end up being lifelong debtors, and 
they never have the opportunity to fully enjoy the benefits of that 
postsecondary experience that we provided for them, and they end 
up in this trap — if you look at some of them, depending on the age 
of the borrowers, they never get out of that situation. 

Mr. Stewart. But if there is built in a clause or an option or 
whatever to pay off the loan and leave, is that not 

The Chairman. The option is there; is it always an option. You 
mean they get locked into it and cannot get out of it. But you can 
switch to paying it off; that is not precluded under this. 

Mr. Harrell. It is certainly not precluded. One of the other con- 
cerns gets to the issue that we have addressed also in our state- 
ment, and that is the issue of a level playing field between both 
loan programs. Currently, as you are aware, that option does not 
exist in the Federal Family Education Loan program for students. 
Therefore, while we see this as an option for students to be able 
to spread those out over a long period of time, we think it would 
work for students; our concern is that for others, depending, for ex- 
ample, on where they find themselves coming out career-wise — as 
a colleague here noted, many students end up in particular dis- 
ciplines, and while certainly, we want our students to be able to 
have some choices about their careers and what happens to them 
when they leave our institutions, for many of them, because of 
those chosen careers, this is simply not going to be a viable option 
for them because, based on their income levels coming out, even 
with the extended periods, they are still going to have this particu- 
lar issue with them throughout the long period, and that is why 
we are concerned not from the standpoint that it is something that 
should not be there — it is an option — but as Mr. Stewart has indi- 
cated, I think there ought to be some other clauses or issues where 
the students have some options at certain points to rearrange or 
redirect — and certainly, some of those do exist, and I do not want 
to indicate that they do not 

Mr. Stewart. Or to refinance, like a car. 

Mr. Harrell [continuing.] Or to refinance, as you suggest, and 
have an option to go back in. Most of those now lock them into that 
plan pretty much based on interest rate structures when they get 
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in, and they do not get the benefit of improvements along the line 
in terms of the economy itself, and that is the issue that I think 
we are concerned with to some degree. 

Mr. Hannegan. I would agree with the previous two speakers 
with just one comment. I think that for students who go into low- 
income careers — teaching, public service, and so on — the income- 
contingent plan obviously is not going to work for them very well 
because their income is always going to be low; their payments are 
going to be lower; the life of the loan is going to have to be ex- 
tended out, and the overall cost of the loan is going to increase. 

I think that if we really want to work on trying to encourage peo- 
ple to work in these areas, we need to combine this approach with 
a loan forgiveness program that allows the loans to be forgiven ei- 
ther directly upon graduation or after some period of time, that 
would then address this problem, because if we apply income-con- 
tingent to somebody who is not making more than $20,000 a year 
for the rest of his or her life, it is just simply not going to work. 
The Chairman. OK. 

Senator Reed. 

Senator Reed. Thank you, Mr. Chairman. 

The Chairman. I thank you, and I thank all of you for your par- 
ticipation. We have some very, very serious problems here, as you 
know, and I would just make another observation that maybe we 
have to take a look at some of the concepts of virtual universities 
and these kinds of things which are now at least beginning to be 
options as to other ways to get a higher education without all the 
costs involved. So as we look forward, if you have any comments 
on that — I realize the dramatic shifts that that woula cause, but 
if we have the inability to accommodate especially low-income stu- 
dents, it seems that we have got to look at other options that may 
be available with all the new educational technology which is avail- 
able. 

Does anyone have any comments there? 

[No response.] 

The Chairman. OK. Thank you very much. 

Mr. Stewart. The problem is just not enough money. 

The Chairman. I will now call our final panel to the witness 
table. First, Dr. Stanley Ikenberry recently became president of the 
American Council on Education. Prior to taking this post, he was 
president of the University of Illinois. 

The next witness will be Dr. Philip R. Day, Jr. Dr. Day has 
served as president of Daytona Beach Community College since 
1990. Previously, he was president of Cape Cod Community Col- 
lege. Welcome, Dr. Day 

Our final witness this morning will be Omer Waddles, who is 
president of the Career College Association. In his previous life, he 
was counsel to Senator Kennedy on the Labor Committee. It is nice 
to see you, Mr. Waddles. 

Mr. Ikenberry, please proceed. 
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STATEMENTS OF STANLEY O. IKENBERRY, PRESIDENT, AMER- 
ICAN COUNCIL ON EDUCATION, WASHINGTON, DC; PHILIP R. 

DAY, JR., PRESIDENT, DAYTONA BEACH COMMUNITY COL- 
LEGE, DAYTONA BEACH, FL; AND OMER E. WADDLES, PRESI- 
DENT, CAREER COLLEGE ASSOCIATION, WASHINGTON, DC 

Mr. Ikenberry. Thank you very much, Mr. Chairman. I am Stan 
Ikenberry, president of the American Council on Education, and 
am pleased to have the opportunity to be here, and benefited very 
mucn from the testimony of the earlier panel and the questions of 
the committee. 

I really want to briefly comment on two issues, with my testi- 
mony particularly focusing on the question of access, particularly 
the relationship of concerns for access to the reauthorization of 
Higher Education Act. But also, my written testimony, Mr. Chair- 
man, will focus primarily on the college cost issue, which is directly 
related to the access question, and I would be pleased to respond 
to any questions or concerns that members of the committee may 
have on either of these points. 

Let me turn first, however, to the question of access. This com- 
mittee will really grapple with no more important question than 
access as you begin to develop legislation that will establish the 
framework for higher education policy in this country well into the 
next century. Forty years have now passed since President Eisen- 
hower and the Congress began to move on these issues four dec- 
ades ago, and through successive Presidents, President Johnson, 
President Nixon ana many others, and through successive Con- 
gresses, a national commitment has really been forced to try to 
open up educational opportunity in this country to all qualified citi- 
zens, and this is the principal bedrock, if you will, of the higher 
education legislation. 

I think all of us in this country, particularly those of you most 
directly responsible, need to take pride in the progress that has 
been achieved over the decade. Every year, American colleges and 
universities open up the doors of opportunity for millions of Ameri- 
cans. The economic impacts and benefits have escalated very con- 
siderably. Now, the average income of a college graduate is about 
75 percent higher than homes that have only high school grad- 
uates. 

But higher education also means lower unemployment, lower 
welfare dependency, less incarceration, a better quality of life gen- 
erally, and I think we frequently underestimate the magnitude and 
importance of these other benefits of a college education. 

Behind the policy goal of affording access to postsecondary edu- 
cation, however, is the desire to promote the upward mobility and 
minimize the social and economic stratification. The committee has 
just had a very extensive discussion of that, and the chart that is 
no longer up there, even though it was hard to read and interpret, 
I think well illustrated the magnitude of those problems. But the 
harsh truth is that we have made progress in opening up opportu- 
nities, but the gap is still about as large today as it was 20 years 
ago, and I think tnat that needs to continue to be a concern for all 
of us. 

Minority students are particularly less likely to come from aca- 
demically rich educational environments; they are less likely to 
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take the college prep programs in high school. Low-income stu- 
dents, as you have discussed, are less likely to take, for example, 
the college entrance exams. Federal student aid dollars are 
stretched tighter than was the case a decade ago, and until the last 
3 years, the value of the Pell Grant was continuing to decline very 
significantly in regard to inflation. We have made, I think, in the 
last 2 or 3 years, some progress in turning that around. 

And finally, I think one overlooked factor is that in the last dec- 
ade, many States in facing their own budget problems reduced sup- 
port for higher education, and that in turn stimulated an increase 
in public college and university tuition rates without a correspond- 
ing increase in student aid. 

So all of these trends, Mr. Chairman, represent the backdrop 
from which we will look at the reauthorization of the Higher Edu- 
cation Act. I would just like to comment very briefly on a few of 
our key recommendations on behalf of the higher education com- 
munity in regard to reauthorization. 

Our first priority, I think consistent with much of the earlier dis- 
cussion, is to continue to strengthen the Pell Grant program as the 
foundation of Federal student assistance. We strongly recommend 
that the Pell Grant need analysis calculation be adjusted to redress 
the harsh effects of the 1992 reauthorization regarding independ- 
ent students without dependents. In the year this proposal was im- 
plemented, as you know, the number of Pell Grant recipients 
dropped by more than a quarter of a million. 

We also recommend an increase for the dependent student earn- 
ing allowance. The unreasonably low allowance in the current law 
discourages students from working. 

As an important aside, the President requested $725 million in 
his 1998 budget request to correct the inequitable treatment of sin- 
gle independent students. We strongly support this request, and 
the $528 million reserve that is in this years House appropriation 
bill is a down-payment toward that purpose. 

We are concerned that the Senate bill does not include these es- 
sential funds, and we hope a final bill as it emerges from Congress 
will be able to address this urgent issue. 

We also propose several specific steps, Mr. Chairman, to 
strengthen the campus-based student aid programs, so that the 
Pell Grants will help reduce borrowing there as well. 

I want to conclude by mentioning our final recommendation, 
which is to strengthen the Department of Education's Federal stu- 
dent aid delivery system and to streamline that so that it provides 
better service to students and institutions and borrowers. We think 
that some dramatic changes moving, if you will, in the direction or 
the model of a VISA or Master Card approach, to modernize our 
student aid recordkeeping and processing systems will be of great 
benefit to students and to others. 

I want to thank you again, Mr. Chairman, for the opportunity to 
appear before the committee and would be pleased to respond to 
any questions you may have. 

The Chairman. Thank you very much, Dr. Ikenberry. 

[The prepared statement of Mr. Ikenberry follows:] 
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Prepared Statement of Stanley 0. Ikenberry, president, American Council 
on Education, on behalf of: 

American Association of Community Colleges, American Association of 
State Colleges and Universities, American Association of University Pro- 
fessors, American Council on Education, Association of American Univer- 
sities, Association of Catholic Colleges and Universities, Association of 
Community College Trustees, Association of Independent Colleges of Art 
and Design, Association of Jesuit Colleges and Universities, Coalition of 
Christian Colleges & Universities, Coalition of Higher Education Assist- 
ance Organizations, Council for Advancement and Support of Education, 
Council of Independent Colleges, Council of Graduate Schools, Hispanic 
Association of Colleges and Universities, National Association for Col- 
lege Admission Counseling, National Association for Equal Opportunity 
in Higher Education, National Association of College and University 
Business Officers, National Association of Graduate and Professional 
Students, National Association of Independent Colleges and Universities, 
National Association of Student Financial Aid Administrators, National 
Association of Student Personnel Administrators, and National Associa- 
tion of State Universities and Land-Grant Colleges.. 

I am Stanley 0. Ikenberry, president of the American Council on Education 
(ACE). ACE is the nation’s principal coordinating body for higher education, rep- 
resenting 1,700 two-year ana four-year colleges, research universities, and national 
and regional education associations. Until 1995, I was the president of the Univer- 
sity of Illinois, a position I held for. the preceding 16 years. 

I am delighted to have this opportunity to offer testimony on the cost of attending 
college om behalf of 23 higher education associations. Together, we represent the 
3,700 colleges and universities across the nation that provide the teaching, research, 
and service essential to our economic and social well-being. 

Let me begin by expressing appreciation for the support that Congress has shown 
for higher education. This country has a remarkable array of colleges and univer- 
sities that enhance the quality of life for all Americans. On behalf of our nation’s 
colleges and then* students, I thank you and the American people for your invest- 
ment. 

Let me also thank you for holding this hearing. The ability to pay for college is 
an issue of great interest and concern in our society, as is readily apparent from 
the recent spate of stories in the media. Eveiy college and university president in 
the country shares this concern and is searching for ways to reduce the rate at 
which prices rise. I appreciate the chance to meet with you to discuss the pressures 
that increase college tuition’s and to discusB the steps colleges are taking to mini- 
mize and control the need for such increases. 

All of us are here today because we realize how critical higher education is to 
America’s future — to our economic growth and social progress. Over the century, 
through our graduates, through the knowledge we produce and share, and through 
the service we render to the public, higher education has helped build virtually 
every aspect of our economy, our social institutions, and our community life. 

Individuals also have benefited substantially. We all know that income rises as 
education increases. Data from the Census Bureau shows that those with a bach- 
elor’s degree will earn an average of $12,000 to $14,000 more per year than a high 
school graduate, and the difference in earnings for those with a graduate or profes- 
sional degree is even greater. 

But beyond income, individuals with at least some higher education are better off 
on every single measure of social well-being we can devise. Indeed, while no single 
social policy is a panacea, if we wanted to inoculate individuals against poverty and 
long term bouts of unemployment, and reduce crime and social dependency, we 
would begin by making certain that every person in this day and age has some edu- 
cation beyond high school. In short, now, more than ever before, the most efficient 
and effective way to increase national and personal well-being is through higher 
education. 

It is precisely for these reasons that we are concerned about the cost of a college 
education. There is no question that this issue commands our collective energy and 
attention. Given the importance of higher education to individual and social well- 
being, we must ensure that no qualified student will be denied the opportunity to 
acquire a college education because of an inability to pay tuition ana other costs. 

The range of choices and costs in American higher education is remarkable, rang- 
ing from near zero tuition charges to much higher numbers. The media tends to con- 
centrate on the sensational upper extreme. College prices have become a regular 
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feature of magazines, newspapers, and the nightly news. A lengthy series in the 
Philadelphia Inquirer and more recent cover stories in Time and Newsweek empha- 
sized the burden that rising prices have placed on families. NBC news recently de- 
voted several stories to the issue. 

Most of the time, these stories focus on the highest priced colleges and univer- 
sities. Unfortunately, because of this concentration the tuition paid by a relatively 
small number of families at a small number of schools, the vast majority of Amer- 
ican families have grown increasingly concerned and confused about the afford- 
ability of a college education. Also fanning the flames of public concern about the 
cost of college are the marketing campaigns developed by the financial services in- 
dustry. Media and direct marketing campaigns that utilize exaggerated projections 
of tuition charges 20 years hence are meant to frighten parents into buying the fi- 
nancial planners wares. While these tactics may promote planning and savings, they 
also shape public attitudes about college affordability in a very negative way. 

Those of us in higher education need to do a better job of helping the public un- 
derstand the true picture in college prices, the vast range of choices and options, 
and the student aia that is available. For example, in the independent sector, which 
often is cited for having high tuition, there are nearly as many low-priced institu- 
tions, such as Berea College ($188 annually), Brigham Young University ($2,450), 
and Arkansas Baptist College ($2,000), as there are high- priced institutions. Indeed, 
more than three times as many independent institutions charge tuition and fees of 
less than $8,000 a year as charge more than $16,000, and many of them offer high 
quality programs, provide individual attention to students, and have distinctive pro- 
grams. 

The 5.5 million students attending the nation's community colleges face an aver- 
age tuition bill of $1,400. Perhaps more surprising is the fact is that in 1996,56 per- 
cent of all full-time college students at four-year institutions — roughly 5 million stu- 
dents attended schools that charged less than $4,000, and 75 percent went to col- 
leges with tuition of less than $8,000. 

The Congressional Budget Office found that, when student aid is factored in, the 
average tuition payment in 1996 was estimated to be about $3,000, and only about 
one in seven students spent more than $5,000. For many students, institutionally 
provided financial aid reduces the actual price of tuition to well below $3,000. Only 
12 percent of college students had tuition bills of more than $14,000. And at those 
few high-priced institutions that are the focus of so much media attention, financial 
aid from their own funds offsets the actual price even more: colleges and univer- 
sities that charge $20,000 or more for tuition provide an average of $12,000 in insti- 
tutional aid to their financial aid recipients. 

Few media stories concentrate on the range of options and few stories focus on 
the choices most students and families actually make. At the University of Illinois 
at Urbana, for example, tuition and fees are $3,150 this year. At Ohio State Univer- 
sity, tuition and fees cost $3,300. Taken together, these two schools alone enrolled 
20,000 more undergraduate students than all the universities in the Ivy League 
combined, but that is not the story one typically hears. 

To find out what the public knows about college prices, a number of higher edu- 
cation associations last year sponsored a survey of 1,000 randomly selected adults. 
They were asked what they thought it cost to attend four different types of colleges 
and universities. Respondents were instructed to estimate the tuition and reouired 
fees only, and to exclude room, board, and other charges. The results are as follows: 



Public Community College 
Public University 
Private Liberal Arts College 
Private Research University 



Estimated Price Actual Tuition + fees*' 

$6,295 $1,194 

$9599 52,982 

$13,824 510598 

520,410 514,510 



(^Tuition data is for 1994—95, the most recent figures available from the Depart- 
ment of Education when this survey was conducted in July 1996.) 

In short, the public thinks that the average student at a public university faces 
a tuition bill of $9,599. In reality, however. Department of Education statistics show 
that the nationwide average for tuition at a public university is $2,982-less than a 
third of the estimated price. Indeed, we later conducted focus groups to identify a 
“fair” price and discovered that in the case of community colleges and public univer- 
sities, the actual cost of tuition and fees is actually lower man what the public 
thinks is a “fair price” for those schools. 
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The fact that the public significantly overestimates the price at public institutions 
is not a small consideration, since nearly 80 percent of America s college students 
attend public institutions. The extent to which the public has gained a false impres- 
sion about the cost of college, private or public, is a problem, since it is likely to 
lead to poor and uninformed choices. 

This distortion and confusion is compounded by the fact that the public also 
underestimates the extent to which financial assistance from federal, state, and in- 
stitutional sources lowers the cost of attending college for many families. Nation- 
wide, 75 percent of full-time students in private colleges get student aid, as do 50 
percent of those attending public institutions. At Illinois, for example, the average, 
actual tuition last year was $2,880, however, the average dropped to $1,533 when 
all grant aid was counted. Nonetheless, numerous studies have reached the same 
conclusion: the public simply does not recognize the range of options and cost, the 
amount of assistance that is available, or the significant number of students who 
receive it. 

None of this evidence is designed to camouflage the fact that prices have been in- 
creasing, or to minimize the concern this causes families as well as higher education 
institutions. Actual costs have been going up. Any number of forces exert pressure 
on college tuition. One factor is that the “goods” colleges tend to purchase are dif- 
ferent and tend to be more expensive than the “market basket” of goods purchased 
by typical households and measured by the CPI, including: 

• expanding services for students, including academic and career counseling and 
services for students with disabilities; 

• library acquisitions; 

• technology investments, including large investments in installing, upgrading 
and maintaining computer technology for teaching; 

• institutional financial aid for students who quality for and require assistance — 
the fastest growing institutional cost; 

• expanding ana training the campus security force, and installing superior secu- 
rity devices; 

• complying with federal regulations; 

• maintaining faculty salaries at levels required to attract and keep talented fac- 
ulty; 

• renovating and restoring an aging physical plant; and 

• making energy improvements and other investments that in the long term will 
yield efficiencies and reduce costs, but in the short term cost money. 

In terms of the escalating costs that colleges and universities face, every cost pres- 
sure tends to be related to, the pressure to maintain academic quality and access. 
Five areas in particular merit discussion: 

First, higher education is a labor intensive industry that cannot easily substitute 
technological innovation for human capital and still maintain the close student-fac- 
ulty relationship most students and families want and need. America's colleges and 
universities employ 2.6 million people — more than are employed by the auto, steel, 
and textile industries combined. Ol these employees, 1.1 million are faculty, includ- 
ing teaching and research assistants, and 1.5 million are staff members. Salary 
pressures that prevail in the private sector have an impact and drive up salary costs 
in higher education. Institutions work to manage these pressures, but any failure 
to maintain competitive salaries can be a long term threat to institutional quality. 

Second, scientific and technical knowledge is growing exponentially. Colleges and 
universities are different places than they were 20 years ago. They are the primary 
vehicles for creating, storing and transmitting scientific knowledge, and must be at 
the forefront of this revolution. Most scientific disciplines now see an increase in the 
level of knowledge of 4 to 8 percent a year, with a doubling of knowledge every 12 
to 15 years. When I arrived at the University of Illinois, the human genome project 
had not been conceived, our National Center for Supercomputing was not imagined. 
In field after field, from agriculture to art to architecture, from computing to infor- 
mation science to medicine, all across both our campuses the knowledge base 
changed and the university had to change as well — with new people, new facilities, 
different equipment and programs. When I began my presidency, the Hubble Space 
telescope was still on the drawing board. Cloning was still the stuff of science fic- 
tion. Today, all of this is a reality. 

The Internet, access to which was invented at Illinois through MOSAIC, was a 
concept, not a reality. Scientific and intellectual advances must translate into new 
teaching and learning and eventually affect the tuition charged at individual col- 
leges and universities. Knowledge does not grow at the rate of the Consumer Price 
Index, and who among us would wish to live in an era when scientific and technical 
knowledge and its promise of a better life grew more slowly than it does at present? 
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Knowledge and technology growth does, however, exert pressure on college costs as 
institutions strive to keep pace. 

Labor-intensive organizations like universities keep up with this vast expansion 
of information by investing in new people, technology, and facilities — steps that are 
very costly. Consider the libraries of a major research university. According to the 
Association of Research Libraries, between 1986 and 1995, such libraries actually 
bought fewer academic journals, but increased spending for such purchases by more 
than 100 percent because of the spiraling cost of subscriptions. Over the same pe- 
riod, research libraries spent 22 percent more on books but, thanks to higher unit 
costs, acquired 23 percent fewer volumes. 

As knowledge becomes increasingly dependent on technology, colleges must take 
steps to keep up. All students must have access to good computers. Libraries, class- 
rooms, laboratories and dormitories must be wired with fiber optic cables. 

Third , financing higher education is a partnership between students and families, 

f ovemment at all levels, and higher education institutions. When one partner pulls 
ack, pressure on others intensifies. Tuition in state supported institutions has in- 
creased because states have cut spending on higher education to pay for higher ex- 
penses in Medicaid and corrections programs. Between 1985 and 1997, the share of 
state budgets dedicated to higher education fell from 14 percent to 12 percent. Dur- 
ing the same period, spending on Medicaid and corrections went from 14 percent 
of state budgets to 19 percent. 

This trend may grow more pronounced in the future as states face additional 
strain as a result of the ongoing effort to balance the federal budget. In many cases, 
state legislatures have responded to these pressures by reducing spending on higher 
education, resulting in tuition increases to make up the difference. Ohio State Uni- 
versity, for example, absorbed an $80 million reduction in state funds between 1991 
and 1995. When adjusted for inflation, state appropriations for higher education in 
Ohio average $500 less per student than in the early 1980s. 

Similarly, state appropriations per enrolled student have dropped by $230 in real 
terms in California and dv over $2,000 in New York since 1986. Even in states like 
Illinois that cut funding during the recession of the early 1990s and have since in- 
creased funding, state appropriations per student have barely kept pace with infla- 
tion. Nationally, state appropriations per enrolled student have declined by $440 
over the past ten years — a loss of over 10 percent. 

In almost every instance, sharp cuts in state support force tuition in those schools 
up. In most instances, however, tuition increases are only one remedy institutions 
use to cope. Internal budget cuts, closed programs, reduced services, and other steps 
follow as well. 

State spending on higher education appears to have stabilized in the last two 
years. There is no telling if this is a short term plateau that results from favorable 
economic conditions, or a permanent change in state spending priorities. How- 
ever, given the continuing spending demands for corrections and health care, it is 
quite possible that the long term trend could continue to be one of decline, placing 
even more pressure on public college and university tuition. Indeed, one analyst has 
now concluded that if state support for higher education continues to decline at the 
rate we have seen in the last two decades, it could begin to hit zero in some states 
early in the next century. If this projection is even partially correct, public higher 
education faces a special challenge in keeping tuition at a reasonable level. 

A fourth factor contributing to rising college prices is the pressure to increase the 
student aid provided by colleges ana universities themselves. This pressure has 
grown steadily and dramatically, largely in response to stagnant federal student aid 
allocations. For example, until corrective actions were taken by the last Congress, 
the Pell Grant alone suffered a 50 percent decline in real value between 1979 and 
1995. In contrast, the amount spent on institutional financial aid by all institutions 
tripled between 1979 and 1986, rising from $1 billion to $3 billion. Since 1986, it 
has tripled again. In 1995 alone, colleges and universities spent $10 billion — sub- 
stantially more than the amount spent on student aid programs by state govern- 
ments — to help needy students pay college bills. 

The money to fund institutional stuaent aid programs often comes from tuition 
revenue. At nearly every college or university, this revenue is derived from two dis- 
tinct groups of students: those who are able to afford the full tuition and those who 
need aid, often substantial aid, to attend. Thus, institutions, particularly independ- 
ent institutions, alien must increase tuition to keep their doors open to financially 
needy students. 

Data from a 1996 survey conducted by the National Association of College and 
University Business Officers, paints a revealing picture of the rates of growth in ac- 
tual tuition versus posted tuition, or “sticker price.” A number of factors are clear, 
including: that the rate of increase in institutional aid far outpaced the rate of in- 
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crease in tuition; that the average student pays approximately hail of the posted tui- 
tion price; and that between 1990 and 1996 — the years contrasted by the survey — 
real tuition increases, when adjusted by subtracting institutional aid, were on the 
order of 3-6 percent per year, or much closer to annual inflation rates. 

Fifth, it is an inescapable fact that state and federal regulations increase college 
prices. Because colleges and universities are large, complex places with such varied 
operations, virtually everything that government does affects them. The most com- 
plex and significant regulations higher education complies with are not in the juris- 
diction of this Committee. Indeed, in many cases, the connection between federal 
law and higher education is not immediately apparent. For example, institutions of 
higher education are, as an industry, the nations second largest producers of low- 
level nuclear wastes. Properly disposing of such wastes is a national imperative, and 
we are committed to best and safe practices. But complying with the federal EPA 
regulations poses just as much cost pressure on colleges ana universities as it does 
on the private sector. In the private sector, these costs are passed on to the 
consumer in the form of increased prices. In the collegiate sector, such cost pressure 
inevitably will affect tuition. 

Compliance burdens can assume many forms, not all of them obvious to legisla- 
tors or regulators. For example, Duke University estimated that it spent $8,000 in 
a single year just to keep faculty and students apprised of the on-again, ofT-again 
status of employer-provided educational assistance— Section 127 of the Tax Code. 

One piece of legislation that has had an undeniable impact on college budgets is 
the Americans with Disabilities Act. Again, colleges are committed to opening up 
educational opportunities for the disabled. We never have taken a position in opposi- 
tion to the ADA regulations or the underlying law. I am proud of the progress we 
have made in this area in all of higher education, including the University of Illi- 
nois. Students with disabilities are the fastest growing sector of higher education, 
according to the HEATH Resources Center, which is operated by ACE. As a nation, 
we are making long-overdue progress in opening doors to individuals with disabil- 
ities, but it is at a cost. Making facilities accessible and providing support systems 
for students with significant physical and learning disabilities — the hearing and vis- 
ually impaired and others — represents a huge investment. 

Father John Schlagle, S.J., the president of the University of San Francisco, re- 
cently shared one example — a hearing impaired student who needed an interpreter. 
The cost of hiring the interpreter alone exceeded the amount the student paid in 
tuition. 

I emphasize again, the issue is not opposition to the law. On the contrary, we 
strongly support full learning opportunities for all, regardless of disability. Rather, 
the issue is that there is an implementation cost that higher education, like other 
industries, must bear. 

In the foregoing discussion of the factors that contribute to increases in tuition, 
I briefly referenced the adequacy of federal student financial assistance. I want to 
address that topic more thoroughly, and to debunk a popular misconception. Some 
believe that increases in federal student aid lead to higher tuition. This simply is 
not the case. Abundant evidence supports the assertion that the availability of fed- 
eral student aid helps hold down college prices. 

The chart I have appended to my testimony clearly reveals that during periods 
when federal student aid increases rapidly, tuition increases at a more modest rate 
than when federal aid grows slowly. Indeed, in the 1990s, we have seen a significant 
moderation in the rate of increase in college tuition. The availability of federal stu- 
dent aid, in contrast, rose dramatically. If federal student aid were pushing up tui- 
tion, the trend would be the opposite of what we have observed. Repeated studies 
of the relationship between federal assistance and tuition increases have failed to 
establish a positive correlation between the two. 

Furthermore, the way the student aid programs are designed offers little incentive 
for tuition hikes when federal aid is increased. In the Pell Grant program, for exam- 

§ le, awards for the vast majority of recipients are determined by subtracting a stu- 
ent's expected family contribution from the maximum award, which currently is 
$2,700. For these students, raising tuition would make no difference in the size of 
their grant. 

In attempting to cast some light on the factors that contribute to tuition increases, 
and also in attempting to suggest that opportunities are readily available to obtain 
a high quality education at a very affordable price, I do not mean to minimize or 
trivialize the real worries that families have about college prices. The fact that fami- 
lies believe that higher education is becoming less accessible is a cause for deep con- 
cern among college and university leaders, and it has led to extensive efforts to ad- 
dress the problem. 
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College presidents are very concerned about the tuition students pay and the debt 
they incur. They are making hard decisions to control and manage costs and dif- 
ficult choices to improve on the quality of academic experiences at their institutions. 
For example, President Kenneth A. Shaw led the faculty and staff at Syracuse Uni- 
versity through a $66 million budget reduction over four years by reducing student 
enrollment by 2,500, faculty positions by 165, and staff positions by400. He began 
by focusing on the mission, vision, and core values of the institution. This process 
yielded a decision to renew the university’s commitment to undergraduate education 
and student-centered research, making Syracuse a place where all students could 
participate in research experiences. Cost management tools were developed that dis- 
played revenue and expenditure patterns to all faculty and staff, and priorities for 
spending were reordered to fit the institution’s values. 

Many other colleges have taken innovative steps to restrain price increases, or 
even to lower prices. The range of approaches is as diverse as the institutions them- 
selves. Some schools, such as Muskingum College, North Carolina Wesleyan College, 
and Waldorf College, have reduced tuition Tor all students across the board. 
Wittenburg University, the University of Rochester, and Pine Manor College offer 
targeted tuition discounts to in state students or to children of alumni. 

Some institutions approach the cost issue by helping students graduate faster. In- 
diana University of Pennsylvania and other schools guarantee that students can fin- 
ish their degrees in four years. St. John Fisher College and the University of Mis- 
souri-Rolla guarantee graduates that they can get a job in their field or that they 
will have the skills they need to do a given job. 

Many schools, such as the University of Rochester, Lehigh University, and Clark 
University, now offer incentive plans that give students a fifth year free if they wish 
to pursue additional study. Some public universities, including Michigan State Uni- 
versity and the University of Virginia, have placed caps on tuition increases and 
provided a guarantee that tuition will rise no higher than the rate of inflation. Still 
others, such as the State University of New York, Black Hills State University, and 
Robert Morris College, have begun to emphasize three-year or accelerated degree 
programs so that students can finish their education in less time and for less 
money. 

The University of Alabama has instituted a plan that offers all students who live 
on campus during their freshman and sophomore years free rent during their junior 
and senior years. This new policy — which represents a saving of about $4,000 — is 
designed to lower the cost of college for some students while fostering a greater 
sense of community on campus. 

Colleges also are working hard to control costs by making productivity gains. 
Many examples could be cited, but the following are illustrative. For example, the 
University of California, Irvine’s new approach to energy management: When faced 
with a major utility budget shortfall, the university instituted a comprehensive pro- 
gram to reduce energy consumption and expenditures. The initiative eliminated a 
projected $1.5 million deficit and generated annual savings of $1.9 million, as well 
as significant environmental benefits. 

Also on the utility cost front, the University of Missouri, Columbia negotiated a 
contract to purchase 50 million kilowatt-hours of interruptible electricity from a 
local utility company. This innovative wholesale electricity contract met about one- 
third of the campus’s electrical needs and cost less than generating the electricity 
through the university’s power plant. Unlike other energy-saving programs, whole- 
sale purchases require no massive work-force retraining, equipment investments, or 
capital improvement disruptions. This approach saved the university $210,000 in 
the first contract year, and could save nearly that amount for each subsequent year 
of the contract. 

I might add here that we estimate that the deregulation of the electrical industiy 
would result in significant savings — in the 20 percent range — in energy costs to col- 
leges and universities across the nation. As an industry, we spend between $6 and 
$8 billion a year on electricity costs. 

Daytona Beach Community College forged a health care purchasing alliance with 
the local school board and county government in an effort to reduce health care 
costs without cutting back on benefits. As a result, the participants were able to 
offer their employees a total health coverage package with better medical rates, 
lower premiums, a preventive care system, a stronger and broader provider system, 
and incentives for preferred providers, while yielding a total savings to the college 
of nearly $1 million. 

The University of California, San Diego set out in 1991 to achieve cost savings 
by streamlining its procurement process. As part of the effort, the old paper-based 
procurement process for low-cost, nigh-volume supplies was replaced by a more effi- 
cient, technology -based system dubbed Express Order. Under the old system, the 
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cost of issuing a purchase order plus the cost of processing an invoice totaled $12.72. 
Under Express Order, the cost is only 71 cents, just 5 percent of the old amount. 
Through fiscal year 1994-95, Express Order had yielded nearly $200,000 in savings. 

In the fall of 1992, Penn State’s Milton S. Hershey Medical Center was confronted 
by local competition for patient care and increasing interest in managed care. To 
meet these challenges, the Center launched a cost reduction effort that sought to 
redirect a portion of the savings to improvements in services and an expanded treat- 
ment capability. Through these efforts, Hershey Medical Center saved $37 million 
of the resources from the amount budgeted in 1993/94. Approximately $23 million 
of cost savings were achieved by actual reductions in the budget; the remaining $14 
million came from caring for additional patients at no extra cost. Patient satisfac- 
tion surveys show higher quality, and the improvements have generated increased 
admissions. 

Using its large size as leverage and pooling resources with other institutions, the 
University of Nebraska negotiated effective property insurance at less cost through 
the Midwestern Higher Education Commission’s Master Property Insurance Pro- 
gram. The program expands insurance coverage, reduces costs, and stabilizes prop- 
erty insurance rates for the University of Nebraska and other postsecondary edu- 
cational institutions in the Midwest. In the first year, the University of Nebraska 
and 43 other participating institutions realized premium savings of over $415,000. 

To achieve its goal of providing state-of-the-art laboratory facilities to its students 
without increasing tuition, the Milwaukee School of Engineering created a program 
through which private industries sponsor the continual upgrading of campus labora- 
tories. The program, which is based on contractual agreements over a set number 
of years, benefits both parties: the college is able to provide its students with access 
to current technology and the company shares use of college laboratories, allowing 
employee interaction with faculty and students. An additional benefit is the work- 
ready graduates the program produces. The laboratory upgrading program saves the 
college $1 million annually. 

• As these few examples illustrate, college and university presidents are actively en- 
gaged in attempting to discover new ways to keep college affordable without com- 
promising quality. We have been aggressive in seeking other sources of support to 
supplement our state and federal dollars. And we continue to trim our own budgets 
and restructure our own institutions so that our savings can be passed on to the 
public. 

At the same time, state and federal officials must continue to do their part. For 
example, state legislatures and governors must resist the temptation to relieve 
budgetary pressure by reducing support for higher education and raising tuition. 
And Congress should continue to provide adequate support for need-based student 
assistance. In the last two years, Congress approved significant increases in federal 
student aid spending. On behalf of the seven million students whose education de- 
pends on these programs, I thank you. 

In closing, let me note that one of the benefits of our recent exploration of public 
opinion is the finding that higher education enjoys a huge reservoir of public good- 
will. Americans believe that higher education is good for the economy. They believe 
our colleges and universities help produce good citizens. They believe that young 
people starting out in life today absolutely must have a college degree. They support 
university research and are thankful for its contribution to progress in medical 
science and high technology. 

Our greatest contributions are, of course, our graduates. Let me tell you about one 
of the families I came to know during my years at Illinois. Jim and Carol Sullivan 
from central Illinois have five children, now ranging in age from 26 to 32. Jim is 
a farmer, Carol a school teacher. In the late 1980s, four of the five Sullivan children 
were enrolled at the University of Illinois at the same time. It was not easy. I 
checked up on the Sullivans last month: Jude, with a degree in agricultural econom- 
ics and a JD, just made partner at a Chicago law firm. Paul is a civil engineer with 
the California transportation department. Maureen started out teaching and now 
works at a small-town post office. Matt, at 27 and with a degree in business and 
law, was elected State’s Attorney of Edgar County, not far from the farm where he 
grew up. The youngest Sullivan is Ramona Mary, who now is a lawyer working for 
a legal aid corporation. 

That is what we are about. And that is why we are here. Ultimately, what will 
determine our future is whether the people of this country continue to believe in 
their hearts and minds that we are making a difference in their lives. I can assure 
you that is exactly what we intend to do. 




Five-Year Average Annual Increases in Federal Student Aid, 
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Senator Jeffords. Dr. Day. 

Mr. Day. Thank you, Senator Jeffords. It is an honor to be here 
today to represent the point of view of the American Association of 
Community Colleges and all of its member institutions, which 
number over 1,000 regionally-accredited institutions that are cur- 
rently serving over 5 million students in the credit arena and an- 
other 5 million in the noncredit arena, and represent 45 percent of 
the total FTE enrollment of all of American higher education. 

The community colleges today are truly America’s people’s col- 
leges in terms of who they serve, what they do, and how they do 
it. If you take a look at the students being served, 58 percent are 
female, 63 percent are students who study on a part-time basis, 
and 85 percent of those students either work full-time or part-time. 
I think those latter two issues are directly related to some of the 
cost discussions that we have been having. The average age of our 
student is 29-plus years. 

When we look at what they do, the mission of the community col- 
lege is very comprehensive, but it is also very specific. We offer the 
full range of transfer-oriented programs and a full blend of occupa- 
tional, technical-vocational career programs for workforce prepara- 
tion, including career development, career guidance and support 
services and, from a philosophical standpoint, maintain a very high 
posture regarding open door in our highly accessible institutions. 

How we do it — we are noted for our faculty productivity, our low 
overhead, our student incentives, the quality of the students we 
turn out, and the utilization of technology to ensure program qual- 
ity and cost-effectiveness. 

We are located within 25 miles of commuting distance within 95 
percent of the American population, and the impact that we have 
had over the last 30 years in terms of higher education and partici- 
pation rates has been extraordinary, and I do not think any other 
sector is more responsible for that increase in participation rates 
than the community colleges. 

But despite this success story, Federal student aid policies need 
to give continued priority attention to the issue of access. As Dr. 
Stewart in the previous panel mentioned, the gaps in attendance 
between the most affluent and the least still exist and have wid- 
ened over a period of years. We cannot rest on our laurels. If any- 
thing, and from the standpoint of Federal student aid policies, we 
need to strongly reaffirm our commitment to both access and eq- 
uity. 

Having said that, let me turn to the reauthorization. First, it 
should be clearly stated that the American Association of Commu- 
nity Colleges accepts and endorses the basic premise that all five 
discretionary aid programs and two loan programs should be reau- 
thorized. That is not an issue for us, because on balance, the pro- 
grams work well, do what they were intended to do, and have 
played a significant role in equalizing opportunities throughout 
higher education. 

Having said that, let me make some specific suggestions on be- 
half of the Association and some comments regarding several of the 
programs. 
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The Pell Grant program from everybody's perspective is the back- 
bone of our student aid program. Currently, it accounts for 47 per- 
cent of the aid that we give; 23 percent of the students we serve 
are on Pell Grant and do get some Pell Grant assistance. That is 
over 1.2 million individuals. And when you take a look at where 
that money is targeted, 65 percent of the Pell Grant recipients are 
either single or from families earning less than $15,000 income. 

At the same time, even though we do enroll 44 percent of the 
FTEs in all of higher education, we only get 10 percent of the ap- 
propriation. 

We do have some concerns, both in terms of the discussion that 
has been taking place, but also in terms of some specific changes 
we would like to look at. There has been some discussion and some 
proposals have been floated on the issue of time limits for Pell 
Grant participation. AACC is not supportive at all of penalizing 
students who have critical financial needs for the amount of time 
it takes for them to complete a program. We realize that there may 
be a few isolated instances of abuse, but in all cases, our staff know 
who they are, where they are, and in fact utilize the DOE's existing 
standards of satisfactory progress to move students along and/or 
out. 

In relationship to the totality of the numbers, we are talking 
about numbers that are infinitesimally small, and our own re- 
search, by the way, indicates there is really no difference between 
the participation rates and time to degree that students take 
whether they are on Pell Grants or not. So I do not know whose 
issue this is, but the fact of the matter is that for community col- 
leges, if we were to push that type of restriction, it will unfairly 
penalize the community colleges. 

On English as a second language, the Association and its mem- 
ber institutions urge retention of currently law, and we particularly 
obiect to the imposition of standards on these programs that are 
different from other Title IV-related eligible course offerings. 

On the award rules, AACC supports the current Pell Grant 
award rules and the retention of the current framework. Any at- 
tempts to change the award rules to accommodate more tuition 
sensitivity than is currently reflected in the methodology would 
have a negative effect on the number of students and the colleges 
within our deliveiy system. 

A major area of concern for us is the needs analysis. We believe 
that the Title IV needs analysis provision must be altered to give 
back single independent students greater eligibility for student aid, 
particularly with the grants. The changes made in the Higher Edu- 
cation Amendments of 1992 created undue financial hardship for 
hundreds of thousands of extremely low-income students. In the 
community college sector, at least 200,000 students lost their Pell 
Grants, and another 1.1 million have had their grants reduced. 
Congress should consider an income protection allowance of up to 
$6,400 for single independent students indexed to inflation. 

The committee should clearly understand that the population we 
are trying to help here is self-supporting, independent individuals 
with incomes between $3,000 and $6,400. It is unrealistic to expect 
this population to be able to finance their college solely with loan 
funds. By definition and practice, all Pell Grant recipients are 
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needy, but if any student population has a claim on funds, this one 
does. 

And keeping with the recommendations of the American Council 
on Education, we also support protecting a greater amount of the 
earnings of dependent students so that the incentives to work are 
retained. The 1992 Higher Education Amendments decreased the 
income protection allowance from $4,200 to $1,750; the resulting ef- 
fect was that many of the hardest-working students found that 
they actually lost grant eligibility for the Pefi program due to their 
hard work efforts. By increasing the allowance to $4,200, students 
would once again have the incentive to work, have additional funds 
available for college expenses, and correspondingly reduce the like- 
lihood of needing loans early in their education. 

There has been some discussion about changing the policy re- 
garding remedial education. Remedial and developmental education 
make tne open door work. We cannot do away with it. The Associa- 
tion supports the current policy and would like to see it continue. 
The current policy does not represent a blank check. Controls are 
in place, they are working, and specific limits are identified, allow- 
ing us to fulfill our mission in this particular arena. 

In terms of the loan programs, we are basically looking at two 
particular issues. One is to give the financial aid officers in the in- 
stitutions more professional judgment, flexibility and discretion. 
We can handle it, be both accountable and fair, and it would give 
some support to the general counseling that we provide students as 
we attempt to steer them away from overdependence on loans early 
on in their educational experience. 

The second issue we are concerned about is the institutional de- 
fault penalty. It unnecessarily penalizes smaller institutions which 
have very little traffic in the student loan business. We suggest 
and recommend that we alter the statutory language in the excep- 
tional mitigating circumstances so that an institution that has 
fewer than 15 percent of its eligible population relying on either 
loan program should be exempt from any default-related penalties. 

On ability to benefit, the current testing requirement of ATB stu- 
dents should be limited to individuals attending institutions that 
certify that the individual has the ability to benefit from post- 
secondary education and training. For institutions that are fully ac- 
credited and effectively have in place standards for academic 
progress, that is an unnecessary administrative burden on these in- 
stitutions. 

In terms of student refunds, another area of concern, basically, 
the Association and its member institutions feel that Congress 
should get out of the business of prescribing both the level of col- 
lege refunds, the method of calculating same, and the timetable as- 
sociated with it. Instead, we recommend a more direct and simple 
approach, and that is to simply allow the institutions to utilize ap- 
proved refund policies established by accrediting bodies recognized 
by the Secretary of Education. 

Thank you, Mr. Chairman. We appreciate all the support that 
you have demonstrated to us over a period of time, you and Sen- 
ator Kennedy and the rest of the committee members. I appreciate 
the opportunity to be here today on behalf of the Association and 
have amended the statement on broader submission on reauthor- 
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ization that we submitted to Chairman William F. Goodling on the 
House Committee on Education and workforce. I want to again un- 
derscore our endorsement of the American Council on Education’s 
posture regarding the reauthorization of the Higher Education Act. 
The Chairman. Thank you. Dr. Day. 

[The prepared statement of Mr. Day follows:] 

Prepared Statement of Philip R. Day, Jr. 

Good morning. Mv name is Dr. Philip R. Day, Jr., and I am President of Daytona 
Bach Community College located in Daytona Beach, FL. I am pleased to be here 
representing the views of the American Association of Community Colleges (AACC) 
on the reauthorization of Title IV of the Higher Education Act. AACC represents 
1,064 regionally accredited, associate degree-granting, public and private institu- 
tions of higher education. 

As members of this committee are aware, community colleges make up the largest 
sector of higher education. In the 1996—97 academic year we enrolled approximately 
5.3 million credit students, while serving more than 5 million non-credit students. 
Our credit students account for 45 percent of all of the full-time equivalent students 
in American higher education. Some 58 percent of our students are women, and 63 
percent of them attend part-time. The average age is 29, and 21 percent of our stu- 
dents over the age of 25 already hold a bachelor's degree. 

Community colleges have evolved and expanded as the needs of our population 
and the economy have developed. Community colleges serve a complex array of 
needs. They provide traditional transfer education, occupational education to meet 
workforce needs, developmental education, and customized training for business. 
Community colleges also strive to maintain an “open door" to anyone who aspires 
to higher education. This approach presents healthy challenges, but each and every 
student who turns our offerings into a improved future makes these challenges seem 
small. 

Congress, the America public, ad higher education administrators are deeply and 
rightly concerned about the current level of college costs. To some extent, this con- 
cern has become overly focused on a narrow rage of well-known institutions, rather 
than on the entire spectrum of American higher education. At public community col- 
leges, for example, in the 1996-97 academic year the average tuition and fees were 
$1,492. This bargain cost is a product, in part, of state and local support for the 
institutions, but it is also due to the fact that community colleges provide each unit 
of education and training at a very low cost due to a variety of efficiencies. There 
are many reasons why this is so— some of the more prominent ones include high 
faculty productivity, efficient use of facilities, extensive employment of technology, 
and low administrative costs. 

Congress should take pride in the fact that, for more than 30 years, the Higher 
Education Act has worked magnificently to provide access ad choice to higher edu- 
cation for tens of millions of Americans. In 1960, five years before the HEA was en- 
acted, 45.1 percent of all American high school graduates went on to some type of 
postsecondary education the following fall. In 1996, that figure had increased to 61.9 
percent. 

Federal student aid policies should continue to emphasize providing access to col- 
lege to the neediest members of our society. Overall college participation by high 
school graduates in the U.S. shows constant growth, but in recent years the gap in 
college attendance between the most affluent ad the least affluent has widened. For 
example, in 1993, the college completion rate was 88.4 percent for single individuals 
aged 18 to 24 who had a high school diploma and came from the top family-income 
quartile. The corresponding completion rate was 48.7 percent for those from the bot- 
tom quartile. This disparity has increased substantially over the last 15 years as 
federal student financial aid has declined, relative to inflation. Those with greater 
means have clearly been able to respond to the growing economic benefits from en- 
tering and completing college. These income-driven disparities are what one analyst 
has called “huge, persistent, growing, ad nearly as wide as these disparities have 
ever been.” 

I would now like to turn to some of the most important issues concerning the re- 
authorization of Title IV of the Higher Education Act. I will limit this statement 
to high priority issues for community colleges. I will append to my statement a 
broader submission on reauthorization that AACC made to House Education and 
the Workforce Committee Chairman William F. Goodling in February. I would also 
like to reiterate AACC’s endorsement of the position of the American Council on 
Education on the HEA reauthorization. 
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AACC starts from the premise that all of the five discretionary federal student 
financial aid programs ana the two major loan programs should be reauthorized. On 
balance, these programs work phenomenally well, and they have helped create a 
stronger economy, a better citizenry, and a fairer society. The following are some 
specific comments on these programs authorized by the Higher Education Act: 

Pell Grant Program 

Pell Grants and Community College Students. Community college students are 
tremendously dependent on Pell Grants. In the 1995-96 award year, 1,268,700 two- 
year public community college students received a Pell Grant, representing more 
than 23 percent of all credit students. Over 65 percent of all the Pell Grants that 
year were made to individuals or families with incomes less than $15,000, showing 
that the program remains extremely well -targeted. For community college students, 
the average grant was $1,410. Pell Grants now account for 47 percent of all the stu- 
dent aid received by community college students. 

Pell Grants are particularly important to community college students because, 
overall, community colleges do not participate in ad do not have equal access to the 
traditional “choice” programs in higher education, the Campus-Based and loan pro- 
grams. Despite the fact that community colleges enroll more than 44 percent of the 
full-time equivalent (fTE) students in American higher education, the Campus- 
Based distribution formulas, with their complex distributional and “hold harmless” 
provisions, result in community college students receiving less than 10 percent of 
program funds. This is by design, but it has important implications for the need for 
our students to have full access to Pell Grants. Also, community college students 
are discouraged from borrowing to finance their education unless there is absolutely 
no other option. As a result, community college students borrow only a little more 
than 6 percent of all Stafford unsubsidized loans. 

Time Limit on Pell Grants. The Clinton administration has floated the idea of lim- 
iting a student’s Pell Grant eligibility to 150 percent of the duration of the student’s 
program. This tentative proposal appears to be a response to reports of students 
taking extraordinary lengths of time to complete their degrees. We Delieve, however, 
that the Department of Education’s existing standards of satisfactory academic 
progress have generally ensured integrity in promoting student advancement. In 
Florida, a study has shown that students receiving Pell Grants complete their pro- 
grams within the same average time frame as those who do not receive this assist- 
ance. Most students, whether at the traditional age or older, have a strong incentive 
to complete their education as quickly as possible. That said, students often encoun- 
ter a number of obstacles to timely degree attainment — financial, family, or, some- 
times, academic. Students also often change their course of study while they are en- 
rolled as they develop new aptitudes and interests. This makes hard-and-fast time 
limits on degree attainment an unwise policy. 

English as-a-Second Language. This is a key activity at community colleges across 
the country, and it often occurs in places where it would not be expected. Some con- 
cerns have been raised by the Department of Education about the “stand-alone” 
ESL programs that are eligible for Pell Grants as long as they help individuals 
make use of already existing knowledge, training, or skills. We urge retention of 
current law. We would particularly object to the imposition of standards on these 
programs that were different from those used for other Title IV -eligible course offer- 
ings. 

Award Rules. AACC supports the current Pell Grant award rules. If changes are 
made to the award rules in reauthorization, they should be rewritten to give the 
same Pell Grant to all students. As currently structured, the Pell Grant program 
is an anomaly; it is the only Title IV program in which student eligibility is tied 
to the tuition of the institution. These rules function to inhibit grant levels for many 
community college students, but in light of the numerous sensitivities involved, 
AACC supports retention of the current framework. 

Community colleges strive to keep their tuitions as low as possible so they can 
be accessible to all segments of society. They do this through a combination of pro- 
viding education and training for substantially lower cost than four-year institu- 
tions, both public and private, and through state and local support. We believe that 
students opting to attend colleges that deliver education and training as inexpen- 
sively as community colleges do should have full access to the maximum Pell Grant. 
Congress should certainly not discourage students from choosing a low-cost college 
option. 

Need Analysis 

We believe that the Title IV need analysis provisions must be altered to give sin- 
gle, independent students greater eligibility for student aid, particularly Pell 
Grants. There is unanimity within the higher education community that the 
changes made to the Higher Education Amendments of 1992 created a severe and 
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undue financial hardship for hundreds of thousands of extremely low income stu- 
dents. At least 200,000 students lost their Pell Grants as a direct consequence of 
this change, and more than 1,100,000 saw at least a reduction of their grant. Con- 
gress should consider an income protection allowance of $6,400 for single independ- 
ent students, and it should be indexed to inflation, as with the other Income Protec- 
* 0wan 9 es (IPAs). The IP A is the amount of a person’s income that is “shield- 
ed from need assessment. 

We ask this committee to clearly understand the population we are trying to help, 
io Ivin 08 j “dependent individuals with annual incomes between 

$3,000 and $6,400. Many of these people are welfare recipients and must live in 
some type of communal situation. It is unrealistic to expect this population to be 
able to finance their college solely with loan funds. By definition, and practice, all 
Fell Grant recipients are needy. But if any student population has a claim on funds 
it is this one. 



«mt of our prppostd has drawn attention. While the cost is not small, and 
W r°*L n n y add about million to program costs, it would then become part 
ol the Pell Grant appropriations base. We believe that this change can be accommo- 
dates ^o 1 ? t] j® structure of a program anticipated to receive more than $7 biUion 
?* * Y 1998 funding. As the committee is aware, the Administration supports provid- 
ing even greater assistance to these students. 

In keeping with a recommendation of the America Council on Education, we sup- 
port protecting a greater amount of the earnings of dependent students so incentives 
for work are retained. Consideration should be given to increasing to $4,200 the pro- 
tection given to these earnings. The bulk of this income will ultimately be devoted 
to meeting college expenses. 

Remedied Education 



The use of federal student financial aid funds for remedial coursework has re- 
ceived attention in reauthorization hearings. The nation’s community colleges sup- 
port retention of current federal policy in this area. This policy both limits the 
amount of remedial education supported by the Federal Government, and still al- 
lows community colleges to fulfill one of their most important responsibilities. 

Under the current Title IV statute, in order to be eligible to receive federal stu- 
dent aid for remedial coursework, students must be enrolled in programs that are 
otherwise Title iV-eligible. The use of federal student aid for remedial coursework 
is strictly circumscribed by statute: in no case may students use Title IV funds for 
this purpose for more than one year. 

Remedial education at community colleges and higher education institutions in 
general is broad, but it is also quite shallow. According to a comprehensive 1995 
study performed by the National Center of Education Statistics, 78 percent of higher 
education institutions that enrolled freshmen in the fall of 1995 offered at least one 
remedial reading, writing, or mathematics course. Twenty-nine percent of first-time 
freshmen enrolled in at least one remedial reading, writing, or mathematics course 
in the fall of 1995. However, in only 5 percent of higher education institutions are 
students enrolled in any remedial courses for longer than one year. In addition, in 
many cases these students are simultaneously taking college-level courses. Three- 
quarters of all students enrolled in remedial courses pass or successfully complete 
those courses. 



Congress is right to be concerned about the tens of thousands of high school grad- 
uates who, in reality, have not achieved high school levels of competency in fun- 
damental areas such as English and mathematics. The question, however, is wheth- 
er these individuals should be denied the chance, oftentimes years after they have 
graduated from high school, to further their education and contribute to the econ- 
omy. The value of remediation in this latter context is underscored by the fact that 
remedial education service or courses are offered to business and industry by 19 per- 
institutions of higher education that enroll freshmen. 

FFEL and FDSL Programs 

Institutional Discretion on Loan Limits. AACC supports giving colleges greater au- 
thority and discretion to limit student borrowing as a matter of institutional policy 
in certain defined circumstances. The current “professional judgment” accorded stu- 
dent financial aid officers is insufficient to allow them to prevent borrowing by stu- 
dents who, in the officers’ best judgment, should not be using loans as a financing 
vehicle. The reauthorized Higher Education Act should permit colleges to set poli- 
ces whereby entire categories of students would not be given loans or would be cli- 
ff 1 ™? for reduced maximums only, as long as the policies are stated in writing and 
uniformly applied to all similarly situated students. This would help foster respon- 
sible borrowing. 

We recognize that giving institutions this flexibility is a delicate issue. Some peo- 
ple have perceived it as a potential threat to access to postsecondary education. We 
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do not believe that our institutions would develop policies that would curt) student 
access, since providing such access is a first tenet of community colleges. We antici- 
pate that this authority would generally be used for first term students who should 
gain a strong academic foothold before they begin to borrow thousands of dollars to 
finance college. Congress has already foreshadowed this need by requiring in the 
1992 amendments that all first-time, first-term borrowers have a delayed disburse- 
ment of 30 days for their FFEL and DSL loans. 

Institutional Default Penalties. Just as important, institutions with a minimal re- 
liance on loans should not be subject to the loan default penalties in Section 435 
of the Higher Education Act. Time and time again we hear from institutions with 
extremely few borrowers that have their loan eligibility and even their overall Title 
IV eligibility threatened because of the defaults of a handful of borrowers. (The De- 
partment of Education has added to the anxiety felt by our colleges in this area be- 
cause of their policy of giving “provisional certification” to each institution that has 
had a 25 percent default rate during one of the previous three years, regardless of 
the number of defaulters involved.) Default rates are generally a poor surrogate for 
more sophisticated measurements of institutional quality, but they have absolutely 
no relevance to institutional performance when only a small percentage of students 
have loans. Therefore, we recommend that the statutory language in the “excep- 
tional mitigating circumstances” be altered so that an institution that has fewer 
than 15 percent of its eligible borrowing population relying on either the FFEL or 
DSL programs will be exempt from any default -related penalties. 

Vocational Education . 

Currently, the Higher Education Act does not make program eligibility distinc- 
tions between vocational and academic programs, except in the case of very short 
training programs (those between 300 and 599 clock hours). AACC urges that this 
approach be continued. During its tenure, the Clinton administration has suggested 
in a variety of contexts that vocational education programs should be subject to dif- 
ferent and more stringent standards than academic ones; we anticipate a similar 
proposal to be forthcoming shortly. We strongly oppose this approach. We take par- 
ticular issue with the notion that shorter-du ration programs should be required to 
meet minimum quantifiable standards for program completion, while longer term 
programs would not be judged by the same standard. There is no logical or policy 
oasis for this approach; it is either an outgrowth of older discriminations against 
vocational education, or perhaps, a roundabout way of limiting proprietary schools 
access to Title IV aid. 

However, in this and in other areas our colleges are willing to disclose more 
consumer information about their programs, as long as additional Right-to-Know 
(Rrt)-type requirements are designed so they mesh with existing state and local re- 
porting requirements. We would welcome the opportunity to work with this commit- 
tee on further refinements and possible additions to the RTK law. 

Ability-to-Beneru (ATB) Students . _ . 

The current testing requirement for ATE students (those who lack a high school 
diploma or GED) should De eliminated for individuals attending public institutions 
that certify that the individual has the ability to benefit from postsecondary edu- 
cation and training. Denying ATE students federal student aid prevents our colleges 
from fulfilling a key part of their mission. Since state and local sources provide al- 
most 60 percent of the cost of educating students, we believe that it is wrong for 
the Federal Government to undermine the commitment these entities make to serv- 
ing ATB students by denying them student aid. As with all college students, some 
will not finish their programs, but the relatively small investment the Federal Gov- 
ernment makes in them is far outweighed by the many individuals who use our pro- 
grams to make better lives for themselves. Also, at most community colleges ATE 
students are initially tested in order to assess their academic capability, and then 
carefully tracked to ensure that appropriate progress is occurring. 

In its regulations concerning AiB students, the Department of Education has 
made it progressively more difficult for our institutions to serve this population, 
both in ED's approval of eligible tests and in the requirements for their administra- 
tion. The AACC proposal hardly gives away the keys to the Federal Treasury: ATB 
students make up only a little more than 3 percent of our overall student popu- 
lation, and make up a similar portion of aided students. 

Refunds 

Congress is aware that the current federal refund policies need to be overhauled. 
These policies are unfair in principle and tremendously cumbersome to administer. 
Institutions should be permitted to use the refund policies established by accrediting 
bodies recognized by the Secretary of Education. Alternatively, federal policies could 
require that state and local policies for public institutions be used for Title IV. 
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AACC strongly objects to the existing requirement that a pro rata tuition refund 
be provided for 60 percent of a students first period of enrollment. This is well be- 
yond the point at which the student should decide whether he or she intends to fin- 
ish that academic period. If Congress insists on prescribing college refunds, we be- 
lieve that it is fair to require a pro rata refund for significantly less than 60 percent 
of a student’s first period of enrollment. 

The calculation of refunds also must change. Current regulatory requirements in 
this area have often resulted in large amounts of time being spent un productively, 
as college officials have labored to determine the exact day when a student was no 
longer in attendance. Students must share in responsibility in this area. We propose 
that institutions be required to disseminate information about their official with- 
drawal policies, and that the recorded date of the student’s official withdrawal be 
used as the date for calculating refunds. 

Thank you for your consideration of these views, and I hope they provide you with 
a useful perspective as you make the weighty decisions involved in the HE A reau- 
thorization. I would be pleased to answer any questions that you may have. 

The Chairman. Mr. Waddles, please proceed. 

Mr. Waddles. Thank you, Mr. Chairman. It is a pleasure to be 
here. It feels comfortable coming back after working with the com- 
mittee the last 2 years and prior to that, over in the House with 
the Education and Labor Committee. So it is a pleasure to have the 
opportunity to participate in your revisiting the reauthorization 
and your deliberations. 

The Chairman. It is a pleasure to have you back. 

Mr. Waddles. Thank you. 

In my present position, I come back as the president of the Ca- 
reer College Association, a 750-member and growing association 
that represents career schools across the country. We have a vari- 
ety of institutions that range from as small as a handful of stu- 
dents studying how to make musical instruments, all the way up 
to a 7,000-member campus at Johnson and Wales in Rhode Island, 
a culinary and business school. 

We have a unique part that we play in this arena. It has been 
helpful to hear the testimony as it has come forward today. We 
have joined with Dr. Ikenberry at other times as we have provided 
testimony, and I am sure we will in the future. 

There is a spectrum that is represented here at this table that 
I think is very healthy for higher education to recognize and to re- 
spect. We provide the choice for students, and within that, I want 
to acknowledge and to compliment the rest of the higher education 
community for the work that has been done through the years to 
provide that opportunity. 

I feel that my organization now is coming to a maturation proc- 
ess and is now rightfully sitting at the same table. We have gone 
through dramatic changes over the last 5 years, changes that, 
while serving as a staff person in the Congress, have led the oppor- 
tunity to see in effect a cleansing of a community, where we have 
seen over 1,500 schools leave our portion of the sector. 

We have seen institutions that have chosen simply not to survive 
because of the quality of the product that they are able to produce. 
What we see now is a tighter, more efficient, more effective group 
of schools that are providing opportunities for individuals that are 
not within the choice of just a traditional higher education arena. 

We are now confronting an economy that is changing. The Bu- 
reau of Labor Statistics very clearly points out that by the year 
2000, over 70 percent of the jobs available will not be bachelor de- 
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gree-necessary. Bv the year 2005, that number will have fallen to 
only 21 percent of jobs will need a bachelor’s degree. 

Does that mean that we need to move away from our current 
educational system? Of course not. We have seen a success in our 
Nation that is parallelled by none in the history of the world be- 
cause of the educational experience that we have had the oppor- 
tunity to participate in. 

But right now, one of the things that I feel we need to do and 
we have not heard enough of, but I know that others at this table 
do a great deal of this, and that is to listen — listen to not only the 
students and their cries for help concerning the cost of education 
and the parents and families associated with them, but also the 
business community, the community that will be employing these 
individuals, who are looking for what it takes. 

In a recent study that was done, “Spanning the Chasm: Cor- 
porate and Academic Cooperation to Improve Workforce Prepara- 
tion,” employers were surveyed to find out what they perceived of 
our higher education institutions. They said: Unwilling to change 
in any time frame; have narrow views of disciplines; fail to consider 
career needs, and inefficient. 

They were asked about students, and they criticisms were that 
they were deficient in communication skills, the ability to work in 
teams, flexibility, the ability to accept ambiguity comfortably. 
There are a variety of areas where they are critical. They still hire; 
they still need that product to help them produce a quality 
workforce and a quality product. 

But we need to be listening, and we need to be changing the way 
we teach, the way we are providing students- with the skills they 
need. One of the things that I am proud of is that iust recently, 
on July 17th, in USA Today, there was an essav done by John 
Strauss, the president of Harvey Mudd College. Often, we sit here 
and tout our own experiences or our own schools, but it is better 
when someone outsiae of our industry says something and talks 
about what we do. It was an article about cost and how the institu- 
tions needed to be dealing with it, and he talked about how propri- 
etary schools are becoming a major source of competition to tradi- 
tional institutions. “These proprietary schools,” he says, “have al- 
ready adopted new learning technologies, responded to customer 
needs, concentrated on their teaching missions, and emphasized 
faculty productivity unencumbered by tenure. Consequently, they 
bask in growing enrollments, satisfied customers, and significant 
profits, while others suffer economic reversals.” 

It is a business entity that we are part of. Primarily, most of our 
institutions are for-profit — not all of them. Johnson and Wales, 
which I cited and which serves on our board, is not. But we do rep- 
resent a broad spectrum of institutions that we hope and we are 
encouraging to provide a better alternative. 

Cost is an issue that we come together today to talk about. Cost 
is an issue that is not simple to deal with, but it is something that 
we believe the market can control, that the market will have the 
greatest impact on. One way we can provide the market with more 
skills in addressing the issue of cost and choosing across the broad 
spectrum is consumer information and providing them with more 
information so that they can understand what their choices are, 
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where they can go, not just being stereotyped — the only way to get 
a good career is to have a bachelor’s degree. 

In our institutions, we provide certificates, 2-year associate de- 
grees, bachelor’s degrees, masters degrees. We provide that spec- 
trum as well, but we need to encourage people to seek out where 
they can be most motivated and where their skills best lend them- 
selves. We think the marketplace has the greatest capacity to deal 
with the cost and not have artificial stimulants come in from the 
Congress or others to put clamps down on cost of institutions. I 
think that can be a vety dangerous element. 

Access is something that all of this plays into. Access to our insti- 
tutions is something that we all want to have — quality and access 
to success that will come from that. As I served as a staff person 
in both the House and the Senate, as well as in the Department 
of Education for a while, what we have seen and heard is always 
the mandate of access, the mandate of the opportunity to step in 
the door. And no greater message can be sent from our community 
colleges than that they do provide that access. 

I am a community college graduate, and I am very proud of that, 
because it provided me that chance. But it is also something that 
we must each challenge ourselves to ask access to what — access to 
a successful career and access to successful graduation. 

You cited earlier the statistic that 75 percent of lower-income in- 
dividuals fail to graduate from institutions. That is something that 
I think our system must deal with and deal with accordingly, and 
it should be part of the public policy debate. 

One thing that impacts on access is the activity of the schools, 
and something that we have talked about is that we need to im- 
prove our relationships with the Department of Education. Regu- 
latory reform is an area that the House had a hearing on last 
week, and in my testimony, I cite how many different pieces of 
mail and instructions and “Dear Colleague” letters have come out 
from the Department of Education. We need a stable environment 
for schools to operate in so that they are spending less time on pa- 
perwork and more time with the students who come through their 
doors, so they can assist them and provide them with the services 
they need. 

One area that I want to touch on before I conclude is the change 
of ownership. This to me highlights one of the things that we must 
come to grips with in this arena of higher education. As we know, 
this is a highly technical banking area. There is a high degree of 
expertise that comes to this. This is not just traditional education; 
it is high finance. 

In our community, one thing that is evolving is the change of 
ownership. We are seeing more public institutions, institutions that 
investors are putting their retirement money into; broad invest- 
ments that are directly impacted by not only the success of the in- 
stitution, but the impact of how the Department of Education and 
Congress deal with those changes of ownership as stocks are sold. 

It is a technical area that has broad impact, and it is something 
that I have asked the community to come together to provide ideas 
and suggestions for the Congress as they move forward in this re- 
authorization which I think sets a tone for the future. 
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We are becoming very high-tech, and I believe this reauthoriza- 
tion is the first that will be dealing with that in a very positive and 
progress way, and I think that it is our duty to come forward with 
those elements to suggest to you. 

The use of the Pell Grants, the balance of grants versus loans, 
the variety of issues that are laid on the table are all impacted by 
this reauthorization, and one of the things that we suggest is that 
we see a cleaner, more streamlined Title IV and the way that it 
treats all institutions. We need to give every student the same 
chance. We need to give every student the same help. And through 
that, we are seeking a streamlining of the definitions, a streamlin- 
ing of the way that we are treating different institutions. 

It is time we come together and treat this as a broad spectrum 
of higher education. 

Thank you, Mr. Chairman, for the opportunity. 

The Chairman. Thank you very much. 

[The prepared statement of Mr. Waddles follows:] 

Prepared Statement of Omer E. Waddles 

Mr. Chairman, Senator Kennedy, members of the committee, I want to thank you 
for this opportunity to appear before the committee today. After having had the 
privilege to serve the committee during the last Congress, I understand tne signifi- 
cance of this oversight hearing and appreciate the opportunity to participate in the 
committee’s deliberation on tne reautnorization of tne Higher Education Act. As 
President of the Career College Association, I will be providing our views and com- 
ments relating to the current issues of access and cost for students seeking edu- 
cation and training beyond the high school level. 

CAREER COLLEGE ASSOCIATION 

Today’s Career College Association (CCA) is a strong and growing organization 
consisting of over 750 educational institutions offering career-specific educational 
programs to hundreds of thousands of students each year. Our institutions offer 
these educational opportunities in over 200 occupational fields throughout the Na- 
tion. Career colleges successfully graduate almost one half of the technically trained 
workers who enter the workforce with training beyond the high school level. 

Our goal is to clearly define the critical role career colleges are playing as a natu- 
ral ana vital stepping stone for individuals seeking to continue the pursuit of their 
individual educational and training goals. Over half of our private career college 
students attend some other type of college before or after attending a proprietary 
school. We have found that 30 percent of our students attend college before and an- 
other 20 percent go on and attend a college after they have attended a career college 
institution. 

CCA institutions offer programs which culminate with certificates, two-year asso- 
ciate degrees, baccalaureate degrees, and master degrees. In addition to these varied 
education and training services, a uniting belief ol our community is that we are 
committed to achieving the highest possible standards of educational quality, and 
we stand ready today to join with you in that pursuit. 

Not everyone chooses or desires to take the same educational path. We must con- 
tinue to embrace a broad spectrum of educational and training opportunities. People 
reach different stages of their own maturation and find their willingness and ability 
to learn has changed. As you explore the current higher education environment, you 
will find greater support today for the wide variety of deliveiy systems for education 
and training. This diversity has been proven to be a significant strength and our 
laws must find ways to embrace and encourage this diversity. 

For those wondering about whom I am referring to when I speak of our students 
I ask, as an illustration, for you to simply think about the faces you see when you 
are traveling. We train the travel agents booking the flights you take. We train the 
pilots and mechanics who take you back and forth from your home state to Wash- 
ington, DC. We train the multi-layered skilled workforce in the hotels and res- 
taurants you visit. If you are ill, you will find that we have trained everyone in the 
doctor’s office except the physician. If you are working and you have a computer, 
we train the technicians who set it up, program it, and fix it when you need help 
at home or in the office. We also train the court and hearing reporters who take 
down the transcription of hearings across the Hill and in the courthouses across 
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America. In reality, our graduates are seen in the faces of the people you meet and 
interact with each and every day. Many times it is true that our graduates are most 
successful when they are not noticed because that means our service is seamless, 
invisible, and effective. But society’s needs are not invisible and the business sector 
is demanding more and more from higher education every day. 
BUSINESS/EMPLOYERS 

Many in higher education are improving their relationships and lines of commu- 
nication with the business community, but we are measured on action and not just 
the rhetoric. In a recent National Alliance of Business publication, business leaders 
and employers were asked what they saw as the current educational system’s limi- 
tations. In the report, “Spanning the chasm: Corporate and Academic Cooperation 
to Improve Work-Force Preparation,” business leaders stated the following criticisms 
of higher education: 

— unwilling to change in any time frame; 

— have narrow views of disciplines- 
— fail to consider career needs; and 
— are inefficient. 

The employers had a similar laundry list of deficient areas for graduates: 

— communication skills; 

— the ability to work in teams; 

— flexibility; 

— the ability to accept ambiguity comfortably; 

— the ability to work with people from diverse backgrounds; 

— understanding of globalization and its implications; and 
— adequate ethics training. 

The fact that business leaders believe that the higher education system is out of 
step with the current needs of the marketplace puts an even greater emphasis on 
the need to empower institutions rather than hold them back with artificial con- 
straints. 

Father than sit here and tell the Committee about all of the services our institu- 
tions provide and how effectively they accomplish the delivery of these services, I 
believe it is more effective to share what others are saying about what career col- 
leges do. 

On^July 17, 1997, USA Today ran an article titled “College costs too much, fails 
Kids.” The author was Jon C. Strauss, President of Harvey Mudd College in Clare- 
mont, California. President Strauss focused much of his article on the need for “tra- 
ditional” colleges to reform their delivery of education services and to make the cost 
of that delivery more relevant to society r s demands. 

President Strauss’ article included an interesting statement concerning the “com- 
petition” the traditional sector is facing. President Strauss stated, “But most enroll- 
ment-dependent institutions face major revenue shortfalls and increased competition 
from proprietary institutions. These proprietary schools have already adopted new 
learning technologies, responded to customer needs, concentrated on their teaching 
missions, and emphasized faculty productivity unencumbered by tenure. Con- 
sequently, they bask in growing enrollments, satisfied customers and significant 
profits while others suffer economic reversals. The only realistic answer is growth 
in learning and teaching productivity, which will bring down costs and produce bet- 
ter prepared students.” 

On June 18, 1997, The New York Times published the article: “Rising Cost of Col- 
lege Imperils Nation, Report Says.” New York Times reporter Peter Applebome stat- 
ed: “Experts say that higher education is already being reshaped by such forces as 
technology or competition from for profit institutions, so that a straight-line extrapo- 
lation from current economic figures is difficult. And higher education is such a var- 
ied enterprise in the United States that, a crisis for a public college in California 
does not necessarily mean a crisis for Harvard or Princeton.” 

These statements are clearly very complimentary of the progress our community 
has made over the last five years. We have seen a community which was under se- 
vere attack during the last re authorization emerge as a model for curriculum reform 
and strategic marketing. We know there are marketplace advantages and disadvan- 
tages related to our organizational structures but we are excited about sharing how 
our market-based positioning has relevance with today’s consumers. 

COST 

Having worked in the higher education arena over the last thirteen years, I know 
as well as anyone that there are no simple answers to the questions relating to the 
cost and access of higher education in today’s society. What we have found is that 
there are multiple market forces and consumer pressure points which our institu- 
tions have chosen to address. Career colleges do not have the luxury of state govern- 
ment subsidies or tradition-laced insulating factors which can mask a true reflection 
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of the education market and its demands on an institution. If our schools are to sur- 
vive in the dynamic marketplace of today’s world, we must remain in touch and sen- 
sitized to the needs of the consumers of our institutions’ products: our students. 

For many in higher education, both profit and non-profit institutions, market fac- 
tors are beginning to drive more of their campus decisions, and we are seeing more 
attention being paid to an institution’s balance sheet and student cost implications. 
This may be different from years past, but it will prove to be a necessary and valu- 
able change in the way the entire higher education community deals with scarce re- 
sources and a wary public. To continue to have the public’s confidence, we must 
show both a attainment of educational excellence, as well as, a skill in managing 
an institution’s balance sheet. This can be an extremely demanding iuggling act, but 
one that the successful survivors of this current public review will welcome and I 
believe eventually be able to thrive under. 

The career college community also recognizes that we have institutions which 
have been operating on the highly criticized premise of no matter what tuition level 
the school chooses to charge the students, they will still come and pay. But because 
of the market-based nature of our institutions, we have had to confront the need 
for change and reform much faster than other higher education institutions in our 
community. Average tuition at career schools ana colleges cost 1.2 percent of life- 
time earnings. This compares with 2.7 percent for bachelor degrees at traditional 
colleges. 

We welcome the debate that is occurring over these family driven cost factors and 
offer our help in walking through the economic analysis and the Committee’s devel- 
opment of answers. The very fact that the education community is finally confront- 
ing the issues of cost and relative effectiveness, while also going through this very 
public and cathartic debate is restective of the relative impact of the market pres- 
sures coming to bear. We believe that the most effective tool in managing the costs 
of education is an educated and informed consumer who has a full spectrum of 
choice and a variety of delivery systems. If there are changes that must be made 
from the federal level, then, first look at how we can provide the consumers the very 
best cohort of information on which to base their career decisions. 

ACCESS 

A central piece of CCA’s re authorization goals relate directly to the issue of ac- 
cess. The Federal Government has created a variety of access points for the Amer- 
ican student who is seeking to participate in this Nation’s educational system. The 
use of Title IV funds has been a historic door of opportunity for students and a great 
societal benefit. The evidence of this benefit is reflected in the continuing ability of 
our workforce to produce a product that is not only competitive in the world’s mar- 
ketplace, but is seen as the industry standard. CCA believes that as the market- 
place demands evolve, so must our federal attitude toward flexibility and inclusion. 

Title IV programs have always placed a great reliance upon the individual and 
their ability to make the career decisions which they feel most comfortable with and 
are motivated to pursue. This personal motivation has been the greatest indicator 
of success on the educational and financial sides of the ledger. We at CCA believe 
that it is time to begin removing the artificial barriers related to separating higher 
education and postsecondary education. It is time to remove the unnecessary divi- 
sions which have only served to separate the community at a time when we Deed 
to combine our efforts in order to meet the public’s demands for quality and flexible 
skill base. 

We all have examples of institutional excellence within our various sectors of the 
higher education community, but only by realizing that we are all eventually meas- 
ured together will we be able to confront the need to elevate the quality of all insti- 
tutions. A simple step of removing the multiple definitions of institutions in Title 
IV will send a clear and cleansing signal that we are serious about simplification 
and clarity. The students who seek an education at an approved institution should 
be able to access the same federal assistance programs no matter the institution’s 
financial makeup. No single individual is to be held above another as we attempt 
to prepare today’s and tomorrow’s workforce participants. There are other sub- 
stantive and symbolic barriers which we are seeking to remove and I will submit 
a complete copy of the CCA reauthorization issues to the committee. 

REGULATORY REFORM 

We are also seeking, along with many others in the higher education community, 
an improved relationship with the Department of Education. Particular attention is 
needed on the development and implementation of the regulations which permeate 
every activity associated with the delivery of educational services. A hearing was 
held last week in the House of Representatives where community representatives, 
including CCA, sfi&red their concerns about the current proliferation of regulations 
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and the current system’s layers of paperwork associated with the supposed “sim- 
plification” of procedures. 

During the nearing, testimony was given that spoke of the Department of Edu- 
cation’s regulatory activity and the perceived work load it places on all institutions. 
From January 1994 through August 1996, one of our schools received the following 
financial aid information and directives from the Department: 

152 Dear Colleague Letters 
13 Pell Grant Program Letters 
50 Campus Based Program Letters 
42 GSL/FFEL Program Letters 
8 SSIG Letters 
47 Direct Lending Letters 
113 Federal Register Notices 

Each of these vital pieces of information contained new information, changed in- 
formation, proposed regulations, final regulations, interim final regulations, changes 
to the regulations, updates and more. This amounted to a total oT 386 communica- 
tions or an average of 12 items per month to review and comprehend or risk being 
cited in an audit. 

The worst impact of this array of federal requirements is that less and less time 
is being spent developing curriculum and encouraging students. More and more 
time is spent on the paper trail. We want to state clearly that we are fully commit- 
ted to supporting and defending the necessary institutional quality measures that 
are associated with the access requirements of Title IV assistance programs. But 
there must be a time when we step back and say that we have succeeded and any 
further tightening of the screws will only deny access and not enhance it. 

We have seen a dramatic improvement in the quality of the career school commu- 
nity. Over 1,500 schools have closed in the last five years through a combination 
of tougher accreditation actions and a variety of mandated quality standards relat- 
ing to institutional economics, educational curriculums and legislatively mandated 
standards. We know that today’s career colleges are far more economically and ethi- 
cally stable and resilient than they were five years ago. As a specific example of 
this kind of attrition, I cite the experience of the Accrediting Council for Independ- 
ent Colleges id Schools (ACICS). As ACICS reported to the Government Accounting 
Office (GAO), they have had 345 of the schools they have accredited over the last 
five years close because of a variety of reasons. This is just one example of an ac- 
crediting group which has seen its population drop as a direct result of tougher 
standards and stricter oversight and a smarter consumer. 

This evidence of change is also seen as a strong argument for the support of our 
current accreditation system. Our national and regional systems have made tremen- 
dous strides over the fast five years to improve the confidence and integrity of the 
system. 

In addition to the varied curriculum alternatives, CCA schools nowprovide a criti- 
cal source of industry based skill upgrading for front-line workers. The fact is that 
a worker’s career path will potentially change as many as 7 to 10 times in a working 
life. We are proud that our schools are able to provide America’s workforce the 
chance to seek skills necessary to ensure an ability to adapt to these unexpected 
paths. 

OTHER REAUTHORIZATION ISSUES AFFECTING ACCESS AND COST 

A. LOAN SERVICING AND SYSTEM REFORM 

Another serious issue impacting on the ability of students to access the school of 
their choice relates to the health of the existing loan systems. We we supporting 
a wide array of reforms found in House legislation H.R. 2140, sponsored by Con- 
gressman Klink and a series of bipartisan cosponsors. 

These reforms are designed to help the system improve the prevention of initial 
defaults, straighten loan servicing and collection efforts, and save scarce federal tax 
dollars. 

B. CHANGE OF OWNERSHIP 

During the evolution of the higher education programs we have witnessed changes 
in the manner of some ownership structures in the career college community. Be- 
cause of the influx of an increasing number of publicly held organizations there are 
a variety of unexpected stock transfers and financial issues which place increasingly 
technical demands on the Department of Education. 

I have asked a group of financial experts from our community to come together 
in August an see ii we can craft a coherent set of reasonable and workable change 
of ownership recommendations for the Congress to consider during this reauthoriza- 
tion period. Millions of public investment dollars are now flowing into our publicly 
held schools because of the confidence the financial community has in our product. 
This brings with it a greater demand for proper stewardship from our schools as 




83 



80 



well as the Department of Education. Times have changed and our Department of 
Education must change as well or they will put at risk millions and millions of in- 
vested dollars. The financial experts have agreed to my request for help and I will 
keep the Senate staff advised of the progress we make. 

C. TRANSFER OF CREDIT 

As the Senate explores a variety of issues relating to the cost factors in higher 
education I would like to add one more arbitrarily treated issue that is increasing 
the cost burden on students all across the nation. Even though our institutions, 
which are federally approved ad nationally accredited, are successfully training as- 
sociate degree and bachelor degree students they are often stymied if they seek to 
transfer their earned educational credits to a “traditional” institution. 

Students who are seeking to continue their education or simply attend another 
institution are forced in many cases to increase their debt burden because of having 
to repeat courses they have completed at a career college institution wit National 
Accreditation. 

We all support an institution’s autonomy and respect this ability to choose the in- 
stitutions they want to allow student credit transfer agreements to exist with. But 
the primary concern rests with some regional accrediting bodies who choose to im- 
pose severe limitations on the ability of transfer students from National Accredita- 
tion institutions thereby making it virtually impossible for credits to be accepted at 
a regionally accredited institution. 

We support the open door policy that has received wide spread support over the 
last decade which is to allow the institutions to decide for themselves on the trans- 
fer of credit issue. This will serve to reduce student’s tuition totals, shorten the 
length of time spent at a institution to complete a program, ad then reduce the stu- 
dent’s overall debt exposure, or amount they would nave to borrow. 

CONCLUSION 

Thank you for allowing me this opportunity to testify today. I believe we have the 
best higher educational system in the world ad this reauthorization simply allows 
us to expand on the current spectrum of possibilities. It is time though that we rec- 
ognize and appropriately react to the changes occurring in the systems. It is the 
marketplace that is bringing us this change and we will be seeing more as the deliv- 
ery systems and styles change in the coming days. 

In the past, we have had a tendency to reject or cordon off those areas of change 
that seemed to threaten the status quo of how higher education has been delivered. 
We have grown past those days ad we are now looking for the best combination of 
services and opportunities for all students no matter the path they choose. One stu- 
dent, worker, or leader is too may to lose. 

I urge you to move forward with a reauthorization that is seen as improving ac- 
cess through inclusion of the may ad not the exclusion of the different or challeng- 
ing. I also encourage you to be cautious when reacting to the issue of the day deal- 
ing with cost of education. The marketplace and a informed consumer have proven 
to De the best protection against exploitation and waste. If the consumers fail to re- 
ceive the benefit they are seeking, then the marketplace will turn away from the 
provider. 

I look forward to working with you as you continue to amend the Act. I offer my 
services ad the services of my Association to you ad your staffs as you move forward. 
Thank you. 

The Chairman. As you know, this hearing was scheduled on the 
cost of higher education, and we have kind of drifted way from that 
into how to cope with the higher cost, rather than analyzing it all 
as to higher cost. 

Dr. Ikenberry, vour written testimony focused largely on college 
costs. I wonder if you could share some of your thoughts with re- 
gard to that? 

Mr. Ikenberry. Thank you, Mr. Chairman. 

I might just comment on five factors that contribute to college 
costs and then say just one word on how colleges and universities 
are trying to cope with these. 

I think the biggest driver behind college costs that is most fre- 
quently ignored is the expansion of knowledge, if you will, and the 
opportunity to learn itself. I can reflect back to the time I came to 
the University of Illinois, now 17 years ago. Many of the whole de- 
partments and programs that we have today were not even in ex- 



O 




81 



istence at that time, including now today one of the Nation’s lead- 
ing computer science programs, but a very immature kind of pro- 
gram 15 or 20 years ago. The same is true in molecular biology and 
many other areas, that every college and university in this country, 
every college and university reflected at this table, needs to cope 
with the explosion of new knowledge, and that in turn, unfortu- 
nately, has an upward pressure on the cost side. 

Technology — every college and university today is trying to re- 
wire the campus to provide the needed technological opportunities, 
be they in the laboratory or through learning stations for students. 
State support in many instances — we forget that 8 out of 10 higher 
education students in this country are enrolled in public higher 
education — the States in many instances, for whatever reason — a 
budget crisis within the State, expanding requirements of the cor- 
rection and law enforcement agencies, other demands of other com- 
peting areas in State budgets — have systematically reduced their 
support or have not kept pace with inflation, and that has an up- 
ward pressure on tuition costs. 

Institutional student aid, particularly in the private sector, pri- 
vate colleges and universities, and public institutions as well, de- 
vote a significant portion of their own institutional budgets to try- 
ing to attack the equality of opportunity issues that we faced ear- 
lier. 

It is important that we do that. It is important that we maintain 
the principle of need-blind admissions. But all of that also has an 
upward pressure on college costs. 

And finally, I think, as my colleague just mentioned a few min- 
utes ago, Federal rules and regulations, State rules and regulations 
all also contribute to the cost pressure. 

What are colleges and universities doing to cope with this? There 
are two or three things. One, every college and university is trying 
to take a fresh look at what it is they do best and their mission 
and purpose, their niche, if you will, and trying to not overextend 
themselves, because the farther one gets overextended, the more 
cost pressure and the more cost difficulties one faces. 

Colleges and universities are trying to restructure and reengi- 
neer their administrative processes; and finally, they are trying to 
enter into consortia and innovative ways of purchasing, innovative 
ways of solving problems more efficiently, tnat ultimately help to 
drive down costs. 

All of this is having some impact. Tuition increases this past 
year were the lowest that we have seen in several years. So on the 
one hand, Mr. Chairman, I am trying to acknowledge that there 
are very real pressures pushing costs, up, but on the other hand, 
I would convey very clearly to you and members of the committee 
that colleges and universities are equally concerned about this 
issue and doing whatever we can to help contain costs. 

The Chairman. Other comments? 

Dr. Day. 

Mr. Day. I think Dr. Ikenberry has spoken very articulately 
about the issue of cost from an institution’s perspective, and I sup- 
port and endorse those comments. 

Let me look at it from the student’s perspective, if you will, and 
I would like to just deal with it on what I call the three E’s. The 
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first is expectations. The reason why there is a gap between the 
folks who are at the high end of the economic strata and those who 
are at the low end is because people do not feel or have the expec- 
tation that they can participate fully in higher education. I have 
been a president for 15 years, and wherever I have been, we have 
surveyed every, single graduating high school senior while they 
were still in their senior class and asked them what were their 
plans to go on to higher education. Over 90 percent of the students, 
every, single time we have done this survey, have consistently said 
they would like to go on to higher education. 

When you take a look at how many actually do, there is about 
a 30 to 35 percent swing in terms of the expectations that they had 
and whether they were able to realize those expectations in terms 
of actually participating and getting involved. 

The second “E” that I talk about is the issue of energy. Not to 
use a sports metaphor, but it is kind of hard to run a 100-yard 
dash when you have lead in your sneakers; and that is what the 
burden of student loans, I think, does to many students who are 
participating in higher education today, particularly community 
colleges. 

And the last “E”, if you will, is effort. Knowing that you are bur- 
dened by a large level of indebtedness makes it very difficult to re- 
main focused and very difficult to remain channeled and directed 
toward the goal at hand, which is to get a quality education. And 
that does play a role with the attrition rates that we experience, 
particularly at the low end of the higher education ladder, with 
community colleges. 

The Chairman. Mr. Waddles. 

Mr. Waddles. I think one of the things that is happening in rela- 
tion to the cost is that you are starting to see something that has 
happened in my portion of the community and is occurring in oth- 
ers, and that is changing the way that you deliver the product. 

Our courses normally take about half the time that other courses 
may take to get a degree, but that is not just because of us; others 
will do that. You mentioned with the last panel how can you look 
at alternatives to the kind of university or the kind of electronic 
means by which we can deliver the same product. 

I think we are seeing that. I think that that is growing in the 
community, and that is going to have a long-term impact on the 
quality that is out there, that is one of the things the committee 
must come to grips with in the distance learning setting as to how 
to watch over that and how to control that, but at the same time 
not stand in the way of the marketplace, because that is one of the 
factors that I believe that as we have had this very public debate 
about cost — and in many ways, it is focused on a small percentage 
of those institutions that are at the high end, but it covers us all, 
and any changes will cover us all — the reality is that the market- 
place is driving change; the marketplace is demanding change in 
community colleges, in 4-year schools,, and in proprietary schools 
that has not occurred in the past, and I think that that is a healthy 
part of the way that this debate is moving. 

But just as in our institutions, we are looking at ways to deliver 
differently — provide child care on the campus, provide other means 
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that facilitate not just tuition needs but also the other needs that 
come with the cost of education. 

So I think it is all of those factors. It is not as simple as just how 
do we cut down on the high cost; it is what are the elements that 
make up that cost, and how can we change that. 

The Chairman. Senator Reed. 

Senator Reed. Thank you, Mr. Chairman, and I thank you all for 
your testimony. 

I think it is entirely appropriate that you would all be at the 
same table to show the richness of higher education in the United 
States, that it is not only the 4-year traditional colleges, but the 
community colleges and the career colleges, and all of you are play- 
ing a very important role in ensuring opportunity for our citizens. 

Again, I would like to reiterate one of the thoughts of the chair- 
man, that there is a responsibility to provide resources, and then 
there is also a responsibility to control cost. Dr. Ikenberry, I think 
your testimony illustrated some of the difficulties today because of 
changing technologies, labor intensity, and a host of issues that you 
face, But I think you understand that getting in front of these costs 
either by changing the way you operate or just simply controlling 
costs is a key part of maintaining our ability to generate resources. 

Let me just make one point, at least, with respect to cost. It is 
somewhat frustrating here to try our best — and I believe we are — 
to continue to invest in higher education and see some of the States 
retreat from that investment. This comes at the same time the 
Governors are contemplating tax cuts and all sorts of wonderful 
benefits for their constituents— and there is nothing wrong with 
that, but could you comment upon the State level of commitment 
and whether it is waning, and whether it is waning dramatically, 
and is that something that is troublesome to the higher education 
community? 

Mr. IKENBERRY. I think the overall trend lines in several States, 
Senator, are very troublesome. Also, from my own personal experi- 
ence, one thing I found most frustrating in the State of Illinois, 
which I think has had overall a fine record of supporting higher 
education over the years, is the lack of stability and consistency 
and predictability in State policy. This presents, I think, serious 
problems, not only for those who lead and manage public univer- 
sities, but also translates into problems for students as you get a 
spike of 5 or 10 or 15 percent tuition increase all of a sudden in 
a single year. 

I think the most important message that we could deliver to 
State governments across the country would be twofold. First, the 
stability and consistence issue here is important, and we should 
drive home that point. The second point, however, is to continue to 
encourage States, as you have at the Federal level, to look strategi- 
cally at nigher education as part of the overall strategic plan of trie 
State, because it has vast implications for economic development, 
it has vast implications for quality of life and the health of the 
community and the health of the State. And to the extent States 
have clearly thought about that and defined the role that they ex- 
pect higher education to play in the States, I think that that will 
help also to counterbalance the pressures to disinvest from higher 
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education and place those moneys in other parts of the State budg- 
et. 

Senator Reed. Dr. Day, do you wish to comment? 

Mr. Day. Senator, from the State of Florida, I would have to say 
that we do not see a pattern that you would say represents a back- 
ing off of a commitment to higher education, particularly public 
higher education, and I would add to that private education as 
well, because our State more recently has been really upping the 
ante from the point of view of the amount of support they are will- 
ing to give to students who are even going to be attending schools 
in the private sector. 

I would say in light of the commitment that the State of Florida 
is making, in fact, in some cases, they are going off the depend end 
from the point of view of trying to control cost. I mean, we are hav- 
ing debates related to time to degree, we are having debates re- 
garding excess credit hours, and frankly, on some of those issues, 
I think it is not healthy if we end up going in a certain direction. 

So if anything, the States — and our particular State, I think, is 
a good example — are trying to do everything we possibly can to 
control the cost associated with the commitment that they are 
making. They are increasing that commitment, but correspond- 
ingly, they are putting a lot more emphasis on accountability and 
standards of quality upward. So as far as the Southeast and par- 
ticularly Florida is concerned, I do not think you have anything to 
worry about. 

And Mr. Chairman, you are going to have to excuse me. I have 
a plane to catch at one o’clock. My son is getting married in Chi- 
cago tomorrow night, and my wife is already there, and if I miss 
this plane, I will probably never be here again. Thank you so much. 
[Laughter.] 

The Chairman. Dr. Day, you are excused, and our best wishes 
to you. 

Mr. Day. Thank you. 

Mr. Waddles. Senator Reed, I would just underscore what Dr. 
Day was just saying. What we see from a national level as we have 
been trying to monitor the States is that Kentucky is an example 
of what is happening. You see a Governor in Kentucky who has 
made a strong commitment to education, has a very strong State 
system, but he has just passed through the State legislature legis- 
lation which strips away the community colleges from the State 
system because of the demand for accountability, that they are ask- 
ing for more from the system. They are talking about graduation 
rates and what they get out of it, and that they want the State sys- 
tem to elevate itself, they want it to be seen in a more national 
role, and to do that, they feel that it would take too much to do 
it on a community college level. 

We are also seeing, as Dr. Day said, in Florida as well as other 
States, Kentucky being one, that they are opening the doors for 
benefits for students going to private schools as well, and I think 
in many ways, they are the forerunners at times. They see things 
on the accountability side, but also on the choice side, where they 
are pressing the issue much harder, and they are holding people’s 
feet to the fire to a much greater degree. 
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Senator Reed. If I may, Mr. Chairman, make one comment in re- 
sponse. 

The Chairman. Certainly. Go right ahead. 

Senator Reed. We have talked about accessibility to education, 
but one of the points — and this does not require a comment, Mr. 
Waddles — about the career colleges is that they seem to be located 
in areas where there are many low-income students, and just from 
a physical sense, that access is very important. That is something 
that I think we do not recognize enough. And similarly with some 
of the community colleges, they are located — and this is no det- 
riment to the traditional 4-year colleges 

Mr. Ikenberry. That is all right; they are our members, too. 

Senator Reed. Well, let me just say that we sometimes forget 
° " 1 ' 1 ' nity is as important as reasonable tuition and 



)int, Dr. Ikenberry. Mention was made earlier 
of the TRIO program. I think it is an extremely useful program, 
and I wonder if you might comment upon it from your perspective, 
because more traditionally, TRIO is aimed at preparing young peo- 
ple for either community college or 4-year colleges. 

Mr. Ikenberry. I appreciate your mentioning that, because at 
the time, I just was not able to speak to that directly in my earlier 
comments. 

The TRIO program is so vitally important along with all the 
other efforts that are made to be sure that we not onlv open the 
door to access to college for citizens, but that we open the door for 
success in that venture and that we move to increase the gradua- 
tion rate. 

The TRIO program is very critical in doing that, so I think that 
continued strong support of that program is important. It reallv 
has a strong record of performance and documentation of its overall 
impact on improving not only access, but improving ultimate suc- 
cess in the higher education venture. It is very important to make 
that point, ana I thank you. 

Senator Reed. Thank you, Doctor. 

Thank you, Mr. Chairman. 

Mr. Waddles. If I could just comment, Mr. Chairman. 

The Chairman. Certainly. Go right ahead. 

Mr. Waddles. I think the two comments that you made are very 
important to link together — one being the proximity to lower-in- 
come individuals, as well as the issue of the TRIO program. 

Studying and learning at the knees of the Members whom I have 
served, I know very well how important the TRIO program is to ac- 
cess to individuals as they look to their hopes and dreams of how 
they can get in; for first-generation college students in a family, it 
is a great opportunity. 

That is one reason why I would challenge this committee and 
challenge the House as well as they look at reauthorization that, 
because of the people whom we have a tendency to serve, and be- 
cause of Federal laws and rules, we see our schools moving out of 
the inner cities and into the suburbs so that they can attract a pop- 
ulation that makes sure we do not have default problems. That is 
one of the policy issues that is being driven that access may be less 
and less; but as we serve those individuals, as community colleges 
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do, as universities do, we do not have access to the TRIO program. 
Our students look at the program and are confronted without that 
assistance. 

I understand the parochial nature and have defended that in the 
past, but I would challenge this committee as you look to the fu- 
ture, as I believe this committee is doing, as to how to best position 
the student and the higher education community, to look at how 
we can provide those same kinds of skills and that same kind of 
assistance to those individuals as they are seeking a career of their 
choice. 

The Chairman. I think that that is an excellent point. The TRIO 
program was really set up as a demonstration project in the hope 
that it would be built into the system in K through 12, 9 through 
12, or whatever. We see more need for mentoring all across the 
board. I raise that because the reality of appropriating ten times 
as much as we do now for the TRIO program or something which 
would probably be in line with its successes is not very likely, but 
somehow, we nave got to get the States to understand that that 
should be built into the education system. 

It has been mentioned several times today that it is those stupid 
regulations that add to the cost of education, and erase the prob- 
lem. You do not have to delineate for me now, but if you would fol- 
low up on that and just give us some idea of these stupid regula- 
tions that create all of these costs, so that we can perhaps take 
some affirmative action in our legislation, or action with the De- 
partment or wherever they are, I would appreciate it. 

I would also point out that we did start out looking at cost, and 
we will continue to do so. There is the thought of setting up a com- 
mission to look at costs. I do not know whether that is a good idea 
or not. 

Dr. Ikenberry, what do you think? 

Mr. Ikenberry. Actually, as we understand, the commission is 
now appointed and will begin work, we presume, very shortly. 

Ultimately, although one can never predict the work of the com- 
mission and how it will ultimately come out, I think our feeling is 
one of optimism, that there is a need for the public and for higher 
education institutions to better understand this issue, and that 
under the best of circumstances, this commission can make a very 
significant contribution to that. 

So I can only pledge to you on the part of the higher education 
community that we are going to do everything we possibly can to 
work cooperatively and provide such information and such assist- 
ance to the commission as it may require to go about its job and 
achieve a productive results. 

The Chairman. Mr. Waddles. 

Mr. Waddles. I think that Dr. Ikenberry’s points are well-made. 
I think the time frame may be one of the biggest factors impacting 
on the quality of the product that they can produce in the short pe- 
riod of time they have. 

Also, again from a parochial perspective, it was disappointing not 
to see someone from a for-profit institution appointed to that very 
limited, understandably limited, committee. But we will be assist- 
ing them at every step, and we hope and expect them to take a 
very informed look at at least what is on the table right now. I 




think it can help the debate, but I think the time frame may be 
a bit too short. 

The Chairman. I want to thank all of you for your participation 
today. We would like to reserve the right to pursue you with fur- 
ther Questions, including Dr. Day, whom I would not want to es- 
cape uiat. 

I will ask unanimous consent — and I do not have much doubt 
that it will be granted — that Senator Dodd’s statement be made a 
part of the record. 

[The prepared statement of Senator Dodd and statements and 
material submitted for the record follow:] 

Prepared Statement of Senator Dodd 

Mr. Chairman, this morning, we complete our hearings on the re- 
authorization of the Higher Education Act with today’s hearing fo- 
cused on the central issues of the Higher Education Act — cost and 
access. 

There are few issues as important to America’s families as this 
one. Parents recognize that their child’s success is in no small 
measure dependent on their educational achievement. Statistics 
bear this out — a person with a bachelor’s degree earns twice as 
much as one with just a high school education. 

But this issue is not only of concern to families; higher education 
has defined and shaped America’s economy in the post world war 
II era. Our economy nas grown on the strength of knowledge-based, 
high-skill industries. 

This would not have been possible without higher education or 
without our Federal commitment to ensuring access to college. 

Since the GI bill, millions of Americans have been able to attend 
college because of the assistance offered by the Federal Govern- 
ment. Today, fully 75 percent of all student aid is Federal. 

And yet, with rising college costs and growing student debt, fami- 
lies increasingly worry that college is slipping bevond their grasp. 
Studies suggest that, even with the nearly $50 billion of Federal 
aid available each year, affordibility is already becoming a factor 
for those at the lowest income levels. 

And in nearly all families, a letter offering financial aid is as, if 
not more, important than the actually letter accepting a student 
into the college of his or her choice. 

We must be sure these nightmares do not become reality for 
America’s families and we must reach out to those who already be- 
lieve that college is beyond their reach. 

We have, I believe, already made great strides this year with the 
passage of the hope scholarship, the deductibility of student loan 
interest and other tax measures to assist families with these 
costs — although we await the final conference bill on that measure 
and are hopeful it will include additional education assistance. 

We must now take the next crucial steps and re-examine Federal 
higher education programs. These programs have, I believe, been 
an overwhelming success. Pell Grants, students loans, and work 
study are more common on college campuses these days than west- 
ern civilization classes. 

But we can and must do more. That is what this reauthorization 
is about. I look forward to today’s hearing which gets to the heart 
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of this matter and to the work ahead in shaping a higher education 
act that will take America’s families and economy into the next 
century on an even stronger foundation of education than we have 
today. 

Last, Mr. Chairman, I want to compliment you on the thoughtful 
series of hearings you have organized over the last 5 months on the 
reauthorization of the Higher Education Act. 

As you well know this reauthorization is a massive undertak- 
ing but these hearings will ensure that we proceed with a firm 

grounding in the scope and success of Federal efforts that make 
college a reality for millions of families. 

Career College Association, 

750 First Street, NE, Suite 900, 
Washington , DC, August 6, 1997. 

Senator James M. Jeffords, 

Labor and Human Resources Committee, 

513 Hart Senate Office Building, 

Washington DC. 

Dear Senator Jeffords: Per your request, Bruce Leftwich has provided your 
staff with a copy of testimony presented by Ms. Debbie Dunn from Yorktowne Busi- 
ness Institute during a July 17, 1997, House Postcecondary Subcommittee hearing 
on Regulatory Reform. 

Ms. Dunn’s prepared remarks include a tally of the over 300 communiques her 
institution received during a three year period following the 1992-93 reauthoriza- 
tion of the Higher Education Act. Her testimony then goes on to explain how her 
institution, like many others, believes that the regulatory process has become overly . 
burdensome and complex. 

During her oral testimony, Ms. Dunn was asked several questions regarding the 
procedures used to develop and publish the regulations which seek to implement the 
statue. 

After you have had an opportunity to review the testimony, I would enjoy meeting 
with you to discuss ways in which both the process used to develop the regulations 
and tneir implementation can be improved. 

Sincerely 

Omer Waddles 

President 



Prepared Statement of Deborah Dunn 
Testimony Before the Committee on Education and the Workforce 
Subcommittee on Postsecondary Education and Lifelong Learning 

July 17, 1997 

Good morning. I am Deborah Dunn, and I am pleased to be here today. I am here 
today as a representative of the Yorktowne Business Institute in York, Pennsylva- 
nia, and also as a recently retired member of the Board of Directors of the Career 
College Association. As Executive Director of a school with a student body of 300 
students, I know from personal experience the huge burden of regulations which 

? ostsecondary educational institutions face. I am very proud of my institution: 
orktowne Business Institute has achieved an 80 percent graduation rate, a 92 per- 
cent placement rate, and a cohort default rate of 9 percent. 

There has been a growing realization over the past several years that govern- 
mental regulation, while serving important purposes, can impose unnecessary bur- 
dens on the public, particularly on small businesses. As a result, regulatory reform 
has been a priority issue for both the Republican -led Congress and the Clinton Ad- 
ministration. Through legislation and Executive Orders, governmental agencies 
have been directed to pay particular attention to assuring that their regulations are 
carefully targeted to particular problems and impose the minimum burden possible 
on the regulated public. The impact of these laws and Executive orders has been 
uneven. 

The regulations of the Department of Education have historically been highly de- 
tailed, complex, and burdensome on the entire higher education community. And, 
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the process through which the Department promulgated its regulations precluded 
real input from both students and educational institutions. In my earlier testimony 
in York, I detailed the large number of regulations and policy interpretations the 
Department had issued in a several year period. Equally distressing is the process 
through which those regulations are published. I would like to talk briefly todav 
about both the substance of the Department’s regulations and the process through 
which they are promulgated. 

One area in which the regulations have been particularly burdensome is the re- 
fund area. The 1992 HEA amendments set out what was supposed to be a very sim- 
ple statutory requirement for a “fair and equitable” refund of unearned tuition and 
related educational expenses. Under that provision, a school which paid the largest 
of the refund required under state law, accrediting agency policy or a federal pro 
rata policy for first time students was considered to have a fair policy. The Depart- 
ment of Education took this statutory language and created an extremely complex 
and burdensome regulation — so complex, that even the Departmental employees 
charged with enforcing the policy did not understand it. 

As if this were not bad enough, the policy and regulations were subject to almost 
constant change. In a period of three award years, the Department issued three 
major regulations changing the refund policy. On July 8, 1993, the Department pub- 
lished the first set of regulations for the 1993/94 award year. Less than a year later, 
on April 29, 1994, the Department published a very different set of regulations for 
the 1994/95 award year. Later that same year, on November 29, the Department 
published yet more substantial changes to the refund regulation for the 1995/96 
award year. And, during this time period, the Department was also publishing Dear 
Colleague letters and other guidance with yet more changes to the refund policy. 
In addition, several courts have held portions of the current refund regulations to 
be contrary to the explicit statutory language. Financial aid administrators have 
had to spend an inordinate amount of time learning how to calculate refunds under 
these ever-changing rules. These were not merely minor refinements in the calcula- 
tion, but rather major changes. 

Further, the Department required schools to calculate all three refunds for every 
withdrawing student, even if it was clear from past practice that one particular re- 
fund policy always or almost always resulted in the largest refund. At my small 
school, for example, we process approximately eleven refunds per month. Of these, 
most are first-time students in the first few weeks of their programs. For my stu- 
dents, the federal pro rata policy results in the largest refund in the vast majority 
of instances. Yet the staff must perform alternate refund calculations for every stu- 
dent. At larger schools, the burden is much higher. 

Even worse, the Department created a refund policy that is not fair to neither the 
student or the school. The Department requires that we use the refund formula that 
produces the largest refund back to the federal Title IV programs — even if that re- 
sults in the student owing the school more money! Because of the way the Depart- 
ment’s regulations require us to calculate refunds, those federal grant or loan funds 
that have not yet been paid to the student as of the date of withdrawal are counted 
as “unpaid student cash” which can result in the students with the greatest finan- 
cial need — those on full financial aid packages — owing money to the school that was 
never anticipated to be paid by the student. 

Another key area in which there have been substantial problems is the complex 
area of financial responsibility regulations. The regulations which the Department 
has in place are rife with problems. To its credit, the Department has recognized 
this ana is working to correct it, which I will discuss a bit later. However, the De- 
partment has simply failed to implement some of the statutory mandates in this 
area, particularly those which would be to the benefit of schools. 

Among other requirements, the statute requires that schools maintain a sufficient 
cash reserve for payment of refunds. The regulations require schools to maintain a 
letter of credit in the amount of 25 percent of their prior year's refund liabilities. 
However, the statute provides for an alternative to this letter of credit if a school 
participates in an approved state tuition recovery fund. The Department published 
criteria for the implementation of this provision on November 29, 1994, but not one 
single state tuition recovery plan hasyet been approved. 

In our State of Pennsylvania, the Pennsylvania Training Assurance Fund was es- 
tablished in 1993 to provide reimbursement to students of unearned tuition in the 
event of school closure. The current balance in the fund is $652,000. Since 1993, five 
schools which participated in the fund have closed. A total of 76 students from those 
schools chose to seek reimbursement from the fund, and they received a total of 
$52,930, which comes to a rate of 98 cents on the dollar in refunds. Yet this 
plan, which was submitted for approval in September of 1995, has not been ap- 
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proved. Nor has any of the other state plans, some of which have been awaiting ap- 
proval for more than four years. 

There are many other substantive problems with current Education Department 
regulations for postsecondary education. Some are areas where the Department has 
tried hard to avoid complying with statutory mandates. For example, the Depart- 
ment’s mitigating circumstances standard for cohort default rate appeals is so un- 
reasonable that the Department takes pride in the fact that not one single mitigat- 
ing circumstances appeal has ever been granted. Other problems are caused by the 
Department’s attempts to place more onerous regulations on some sectors of the 
community — most often the proprietary schools. An example in this area is the Stu- 
dent Right to Know regulations, which create a much stricter standard for calculat- 
ing completions for non-standard term institutions. But, my time this morning does 
not permit me to discuss all of these problems. Rather, I would like to turn my at- 
tention to the procedural issues relating to the way in which the Department has 
promulgated its regulations. 

In each of the last three years, the Department has issued a large number of No- 
tices of Proposed Rulemaking during a compressed period of time. Usually, this hap- 
pens in September, so that final regulations can be published by the December 1 
Master Calendar deadline. For example, last year, the Department published six 
NPRMs between September 6 and 23, with comment periods ranging from 30 to 45 
days. Comments were due between October 21 and November 4. The issues included 
some of great importance to the community, such as financial responsibility and 
cash management. Again, it appeared to the community that there would not be 
enough time for the Department to truly consider our comments. The Department 
had known for quite some time that it was planning to regulate in these areas. But 
again, it published all of the NPRMs at the last minute. 

Because the financial responsibility regulation was so important to the commu- 
nity, most commenters focused on that. And, it turns out that we missed an impor- 
tant problem in the cash management NPRM. As part of the new cash management 
regulation, the Department proposed to change the payment period definition for 
clock hour schools. Under the new system, which became effective on July 1 of this 
year, the second academic year is divided into two equal payment periods. In the 
old system, the first payment period would have been one half of an academic year, 
with the remaining period constituting a final payment period. This rule may seem 
to make sense, but it has an irrational, and, I believe, an unintended result. For 
students who begin their program in late August or early September, which for most 
schools is the biggest group of enrolling students, the first payment period of the 
second academic year will no longer cross over into the next award year. So the stu- 
dents will not be eligible for Pell Awards for that payment period. A large number 
of students will be forced to incur greater debt to make up for the reduced Pell eligi- 
bility. And, fellow students in the identical program at the identical school will be 
eligible for the full amount of Pell Grants, simply because they began their program 
in a different calendar month. 

As I said, I believe this result was not intended by the Department, but in the 
rush to analyze the impact of six different proposals in a nine week period, and in 
the Department’s rush to finalize the rule, the problem was not caught. 

If this were an isolated instance, my level of concern would be much less. How- 
ever, this problem of multiple rule changes all at the last minute has been a pat- 
tern. In 1994, when the Master Calendar deadline was extended to May 1 on a one- 
time basis, the crunch came in February. The Department published a 19 page 
NPRM on SPRE on January 24, with a comment due date of March 31. Then, on 
February 10, it published a 19 page NPRM on Institutional Eligibility, which in- 
cluded such hot issues as 85-15, branching, and changes in ownership, with a com- 
ment date of March 14. On February 28, the General Provisions NPRM was pub- 
lished, which consisted of 64 pages of Federal Register fine print on such important 
topics as the definition of an academic year, provisional certification, financial re- 
sponsibility, administrative capability, compliance audits, and refunds. The com- 
ment period was 30 days — the minimum allowed under the APA, and the comment 
was due on March 30. It simply was not possible for a school such as mine to read 
through all of these complex proposals and formulate intelligent comments on such 
a wide variety of issues in this compressed period of time. Moreover, since the com- 
ment periods ended less than six weeks before the Master Calendar deadline for 
publication of a final regulation, we do not believe that the Department was able 
to give the kind of careful consideration that it should to the comments that we 
were able to file. And, again, the Department made some important mistakes in 
those final regulations. Some the Department fixed through administrative interpre- 
tations; others we are still living witn. 
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I would like to focus the remainder of my testimony today on a more recent in- 
stance where the Department has seemed to truly take regulatory reform to heart. 
The recent efforts of the Department to create a new financial responsibility regula- 
tion have been a model of consultative rulemaking. The beginning was not promis- 
ing — the Department issued the NPRM on September 20, along with seven other 
NPRMs as mentioned above. However, it soon became apparent that something dif- 
ferent was happening. Based on the large volume of comments and the serious prob- 
lems which were raised, the Department extended the comment period, to allow the 
community sufficient opportunity to examine and react to proposals. In addition, the 
Department reached out to members of the higher education community for a series 
of half-day-long meetings, to allow discussion among and within the various sectors 
of higher education. Assistant Secretary David Longanecker himself attended these 
sessions, to show the importance the Department was attaching to them but also 
to listen to the views of the participants. And, much credit should go to Deputy Gen- 
eral Counsel Jaime Studley, who chaired the sessions, and to the staff of the Policy 
Development Division, who attempted to create a truly collaborative atmosphere. 

When it became obvious that this process was working, the Department again ex- 
tended the comment period. Most importantly, the Department made changes in its 
proposals as the process proceeded to reflect the views expressed by the participants 
and commenters. While the final rule has not been promulgated yet, we are hopeful 
that this consultative method will result in a much improved rule. 

I believe that this process can be used as a blueprint for a much improved regu- 
latory model for the Department of Education. Key parts of the new model would 
include the following: 

There should always be sufficient time for thoughtful review of the proposal. A 
30 day period allows the glaring problems to be found, but may not allow for the 
more subtle ones to be, especially when several proposed regulations are published 
within a short period or when the issues are complex. And, a longer comment period 
allows commenters to formulate alternatives rather than simply raise problems with 
the proposal. 

There should be a process for the affected community to exchange ideas. This is 
preferable to simple written comments, as participants from various parts of the 
community may get ideas from each other, create innovative solutions, and raise is- 
sues that may not otherwise be found until too late. 

There should be a process for the community to react to the Department's pro- 
posed changes, to maike sure that solutions are real solutions and spot problems 
ahead of time before the regulations are published in final form. Technology can 
help with this. Posting contemplated changes on the Internet allows for further com- 
ment in an informed way, without necessarily adding too much additional time or 
cost to participants. 

There should be an evaluation of the impact of the proposal on students and 
schools to make sure that the benefits outweigh the costs of the regulation, and that 
the regulation does not inadvertently cause problems for students or schools. 

There should be a proprietary institution “ombudsman” in the Department to help 
the Department better understand the students and institutions in this sector. 

The agency should create an atmosphere of partnership. All of us — the Education 
Department and the higher education community — are working toward the goal of 
better meeting the needs of our students. Let s recognize that we all have needs and 
concerns that are valid, and work from there. 

Thank you for the opportunity to testify here today. I urge you in your consider- 
ation of the reauthorization of the Higher Education Act to amend the law so that 
we can spend more time with our important educational mission and less on comply- 
ing with overly prescriptive regulations. 

The Chairman. I deeply appreciate your participation. It has 
been very helpful and very educational to me, and I thank you all. 
The committee is adjourned. 

[Whereupon, at 12:34 p.m., the committee was adjourned.] 
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